
EXEMPLAIRE ~ 336 
COPY 

" 

N A T O  C O N F I D E N T I A L  

C-M(72)2$ 
volume Two 

CONFERENCE ,ON SECURITY AND CO-OPERATION 
IN EUROPE 

Report b.v the Chairman of the P o l i t i c a l  Committee 
Bt Senior Level 

ECONOMIC CO-OPERATION 

A. Outline of P o s s i b l e  Proposa ls  

B Guidelines 

NATO, 
1110 Brussels. 

This document includes: 1 Annex 

Pages 

2- 3 

4-90 

N A T O  C O N P I D E N T I A L  

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



N A T O  C O . N P I D E N T I A L  

-2- 

ECONONIIC CO-OPERATION 

A. OUTLINE OP POSSIBLE PROPOSALS 

I. RATIO.NALE FOR INCLUSION ON AGEXDA 

1. It i s  generally  agreed that the expansion o f  
economic relat ions  affords   useful   opportuni t ies   to   broaden 
channels of  communication between East and West and might 
cont r ibu te   to  a further lessening of   po l i t i ca l   t ens ions .  
Differences i n  the economic, --bnsti tuti .onal and legal  systems 
of  the East and the West, though posing  serious problems, need 
not  be  insurmountable  obstacles  to the fur ther  development o f  
co-operati.on i n  the commercial, f i nanc ia l ,   i ndus t r i a l  and o ther  
f ie lds .  

2. Progress has been made i n  r e c e n t   y e a r s   i n   t h e  0 reduction of barriers t o  East/West economic re la t ions on a 
b i la te ra l  basis, and there have a l s o  been  extensive  disaussions 
i n  this respe@t on the multilateral leve l .  However, the present  
volume of East/West trade remains small and does  not ref lect  
the full p r d u c t i o n  c -  o r  trade po ten t i a l  o f  the two regions. 

3 .  The further expansion  of East/West  economic 
r e l a t i o n s  can only be based on the pr inciple  o f  mutual 
advantage. This would requi re  the granting o f  appropriate  
concessions by b o t h  sides and the removal as f a r  as p o s s i b l e  
of  ex i s t ing  obstacles t o  economic co-operation,  thereby 
permitting an accelerat ion o f  the growth uf East/West trade. 

4. Discussion o f  the economic Agenda of a Conferenoe 
on  Security and Co-operation i n  Europe  should  provide an 
opportunity t o  i den t i fy  existing obstacles  t o  East/West economic 
co-operation and to  provide the impetus f o r   p r a c t i c a l  
negot ia t ions,  in bi la teral  o r   m u l t i l a t e r a l   f o r a ,   f o r  t he i r  
elimination  or  reduction..  . . . .  O . I r  

II. DESCRIPTION OP SPECIFIC MEASURES 

All parties should  agree t o  discuss: 

1. In the Pield o f ,  Trade 

. 
(a) Improved access t o  'markets 

. .  

Prac t i ca l  steps should be taken t o   f a c i l i t a t e  the 
exchange o f  trade and technical  data and of foreign 
trade p lans ,  t o  improve contacts  between producers 
and end-users, provide adequate communications , 
banking and o f f i c e  f a c i l i t i e s ,  t o  encourage trade 
promotional ac t iv i t i e s  and, i n  general ,  t o  improve 
the climate and  cond i t ions   fo r  foreign businessmen 
i n  their  respect ive  countr ies ,   Similar ly ,   business  
contacts  through  such channels as . j o in t  chambers o f  
commerce, trade missions, commercial attach& and 
consulates  should be facil i tated.  

P A T 0  C O N . P I D E N T I A L  
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(b)   Bet ter  adaatation of  exports t o  market  conditions 

Norms and standards should be fu r the r  harmonized. 
Additional  information  could be exchanged about 
pr ic ing  mechanisms i n  order  t o  overcome f e a r s  of 
duping  practices.   Reciprocal  arrangements for 
t r a in ing   o f f i c i a l s   r e spons ib l e   fo r   fo re ign  trade 
i n  business and commercial pract ice  should be made. 

( c )  Acceptance  ,of  private  , .arbitration 

In  East/West t rade   d i sputes  there should be more 
widespread acceptance o f  p r i v a t e   a r b i t r a t i o n  
t r i b u n a l s  functioning on a mul t i la te ra l   bas i s .  
(This would include  procedures  of  the  International 
Chamber o f  Commerce i n  P a r i s   o r  those available on 
a third-country basis, such as the Chambers of 
Commerce of Zurich and Stockholm.) 

2. In the   F ie ld  o f  I ndus t r i a l  Co-operation 

(a) It should  be understood that, i n  the West, 
real isat ion of  t he   po ten t i a l  f o r  East/West j o i n t  
ventures i n  the development and processing of 
natural   resources  and i n  manufacturing  projects 
depends, i n  the f ina l  analysis,   on the i n i t i a t i v e  
and scope f o r  ac t ion  o f  industry.  

( b )  In t h i s  context,   acceptable  operating  conditions 
should be provided f o r  Western par t ic ipants  i n  
joint   industr ia l   co-operat ion  projects .  

( c )  Moreover, successful e f for t s  to   e l imina te  
ex is t ing  obstacles t o  East/West economic a n d  
technological exchange discussed i n  other  contexts 
of the economic Agenda o f  a CSCE w i l l  have a 
sa lu t a ry  impact on East/West co-operation i n   t h i s  

of the f r e e r  movement o f  technioians and research 
workers, uniform protect ion and treatment o f  
holders of i ndus t r i a l   p rope r ty   r i gh t s ,   e t c .  

I . .  area  as, well. These effor ts  inclade . the.  f o s t e r i n g .  

The growth o f  commercial  exchanges and the 
development o f  industrial  co-operation  should 
en ta i l  a corresponding  development o f  p rac t i ca l  
arrangements t o  f inance   jo in t  East/West projects ,  

. 
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I/2a Improvement in information  available  to  Western exporters 
on  trade  oppor"kities  in  Eastern  Europe 

113. Practical meamres to improve t h e  quality  and  design of 
Eastern eqcrt pm3uc'ts 

f/4,  Improved  arbitration  procedures in European  Communist 
countries for settlement of commercial  disputes  with 
nationals of other  countries 

O 
I/5. Response to oomplaints  by  Communist  countries  about 

1/6, Allied  response $O a request  for  modification  of  COCOM 

Western  tariffs 

lists 

I/9 0 Diversffieation of Eastern  imports from the TaJest 

II, INDUSTRIAL CO-OPERATION 

III e 

T I A L  
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I. FURTIBR OPENING UP OF EASTERN MARKETS TO WESTERE PRODUCTS 

II 0 PROBLEM 

l, State trading,  central  planning and the closed 
character o f  the Eastern  societies  create  obstacles t o  ill? 
expansion o f  the  sales  of  Western goods on Eastern  markets, It 
would, however, -appear  possible,  within  the  existing  systen in 
the   East ,   to   a l leviate .  some of  t hese   d i f f i cu l t i e s , .  Among the  
prac t ica l  problems are3 

O 
2, The pract ice  of the Communist countries as regards 

granting visas t o  Western  belsineSmen f o r  temporary v i s i t s  with 
the  specific  purpose o f  arranging commercial transactions seems 
f a i r l y  PPbeTal. Nevertheless,  there have  been  complaints  about 
slowness OF d i f f icu l t ies   in   par t icu lar   cases  where no specific 
p r i o r  inv i ta t ion  from the  potential   Eastern buyer was a t  hmd(2) 

3o The p o s s i b i l i l i e s  for foreign companies of  se t t ing  up 
permanent sales of f ices   in  Communist countries  are  severely 
r e s t r i c t ed  o r  non-existent, This is so i n . l b lga r i a ,  Czechoslovakia 
and probably in Hungary too(3), In the, GDR P t  is i n  principle 
possible t o  obLain authorisation t o  set up a sales  office,   but 
the c s b t e r h  €or granting such authorisation have not been 
published,  Polish  officials have Indicated that they w i l l  

Revised vWsion of ED/EC[/72/q7((Revised) (Note No, 7 )  i n  t h e  
l i g h t  o f  comen-ks received from the Udted Kingdom, %he 
bitedi States, Canada, Demark andl the  Netherlands, 
For i n s t ace ,  as regards visits of United States businessmen 
t o  Po%md (United  States  repby t o  an ECE questionnaire. ECE 
document Trade/249, Addendm 'l>, Unlike most other  Eastern 
s t a t e s ,  Romania requires  al ien fims t o  obtain  authorisation 
from the Nighistry of Foreign  Trade as a prerequis i te  ?;O 
negotiation, However, in  practice  the  will ingness of a 
l o c a l   e n t i t y  t o  pursue  contacts seems t o  be regarded as 
evidence of  the  cbvemen-t p s impPicit  approval, It may ,.be 
noted $hat some trade agreements  such as the one between 
Canada m d  the Soviet Union contain  provisions t o  the  effect  
that  the competent au thor i t ies  of tho - h o  Governments w i l l  
f a c i l i t a t e  visits fop business  puqoses between the two 
comt%aies 

m y  caseB no foreigm f fm had bee?* @Bo-w&. t o .  .establish 
~ ' agencgr  OF' inarke%P;resea.i%cE~ ofit3ce i n  Ebngary as of 
?st September, '1970, 
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. .. . 

readily  consider  applications for technical  representation  but 
applications f o r  sales  offices  are  apparently  subject t o  s t r i c t e r  
c r i t e r i a .  The  Romanian Government, i n  a decree  issued  in 
January 1971, authorised  foreign commercial firms to   es tab l i sh  
o f f i ces   i n  Romania.  However,. QS o f  1st January, 4972 t h i s  . 
l eg is la t ion  was still untested.  In a11 these  countr ies   s ta te  
agencies  undertake  the  cornercial  representation of foreign firms 
on a commission basis. 

P 

4 .  In the USSR t h i s  lcst poss ib i l i ty  does not  ex i s t ,  but 1 

foreign firms are  permitted t o  r eg i s t e r  m agent with the  Ministry 
of Foreign  Trade.  Authorisation t o '  do so hass however, only been 
g r a t e d  t o  some 35 West European and Japanese firms, The 
au thor i t ies  have refused t o  reveal what c r i t e r i a   t hey  fo l low i n  
deciding  whether o r  not a firm should be allowed t o  s e t  up an 
o f f i c e . i n  Moscow.  When pressed,. they have mentioned trade  turn- 
over figures  ranging from $10 mill ion t o  $50 mill ion,  A nunber 
o f  factors ,   not  a l l  of  them economic o r  re la ted t o  t rade,  seem t o  
influence  the  decision t o  allow o r  refuse a foreign firm 
accreditztion. 

5. At the  November 1,971 session o f  the Committee on the 
Development of Trzde o f  the  United  Nations Economic  Commission 
f o r  Europe, may  delegations  considered  that  the  proposal f o r  
an exminat ion   of theposs ib i l i ty  o f .  idel ines  on business 
representation  merited  further  study $" 1). 

B. Access t o  end-users 

6. Traditionally,  Communist countries  carry  out  trade 
through  specialised  export/import  corporations which a c t   i n  
accordance with the Foreign Trade Plan.  This i s  still  largely 
the  case  in-the USSR, whereclsin East Euoopear-countries a 
varying number o f  larger   enterpr ises  have  been authorised t o  
conduct t h e i r  purchases and sa les  abroad themselves, It i s  
generally  considered that  the   possebi l i t i es  o f  t rade would be 
enhanced i f  Western  businessmen had bet ter   access  t o  the  people 
who actually  use  their   products,  

(l ) ECE document Trade/ll4,  paragraph 19 

N A T O  C O N F I D E N T I A L  
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7.. Western  traders  meet  considercble  difficulties in 
'obtaining  access to end-users,  but  these  vary  from  country to 
country  and  from  case  to casee They  are  particularly  great in 
the USSR( 1 

C, Chambers og Commerce 

8. All  of  the  Communist  countries  maintain a national 
chamber  of  foreign  commerce(2). In addition,,  the USSR has 
established  joint  chambers  of  commerce  in  countries  such as the 
United  Kingdom,  Italy,  France  and  Belgium,  The Wamo-Soviet 
Chamber  maintains offices-with mixed  staffs  not  only in Paris 
but  also  in  Moscow, 

9. The  establishment of more  joint  chambers of commerce 
with  offices.with  mixed  staffs  in  Eastern  countries  might  augment 
the  possibilities  of  TEJestem  businessmen  obtaining  relevant 
information and contacts in the  East, 

DO 
. . .  

10, . A n  increase in the  number of Western  commercial  attaches 
in the  Eastern  countries and-expanded consular  services  might  be 
conducive to more  trade, This is,  however, a matter  which  could 
be better  dealt  with in a bilateral  rather.than a multilateral 
context 

(1.9 In .that  country,  access is described as %irtually an 
impossibilityf* in the  United  Kingdom.reply  to an ECE 
questionnaire (ECE document  Trade/249, Amex I, page I O ) .  
h the  United  States  reply  Poland  is,  besides  the USSR, 
singled  out as a country  where  central  authorities  often 
refuse  businessmen  access t o  end-users  (ECE  document 
Trade/249,  Addendum 1.9 In the  negotiations  on  their 
accession t o  GATT, the  Hungarians  declared  that  contacts 
between  traders from non-Commis-t countries and.Hungarian 
endyusers  were  restricted  by  no  regulation, but that the 
end-user  was  allowed to pursue  only Vhe activities that 
belong  to  their  sphere  of  operation,  consequently  they rilay 
pursue  foreign  trade  activity only is they  are  authorised 
to do sogs ,, 

(2) The  functions  of  such  chambers  include  esta5lishment of 
relations  with  corresponding  foreign  organizations, 
sponsorship of trade.  fairs B provision"3f  m6'Wet  information, 
insurmce of  certificates of origin,  certification of 
quality  after  expert exmiwction of products, and 
mcintenmce of procedures f o r  the  resolution of cornmerci21 
differences, 
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-11 m e  exchange of trade missions  and  Western  participation 
in trade  fairs  in  the  Communist  comtries(l)  has  played a 
considerable  rdle  in Eas~t/West trade  and  is  likely  to  continue t o  
do so. "here does not  seem  to  be m y  particular  problem  in 
connection  with  these  aspects of East/West  trade. 

III, PROPOSALS . 

The  West  night  seek  to  obtain: 

that  the  Agenda O% the  Conference or of any  Working 
Group  discussing  Economic  Co-operation  includes a 
reference  to  the  need fop  improved  facilities  for 
Western  businessmen  in  Communist  countries  (including 
the  right to set up offices  and  the  access to end-users); 

that m y  declaration on East/lYest  Economic  Co-operation 
that  might  be  issued  by  the  Conference  includes a 
reference t o  the  matters  in (a) above; 
that the p a ~ i c ~ ~ a t ~ g . ~ o ~ e ~ ~ n t s  decide to seek 
agreement,  in  the  framework of the ECE, on  guidelines 
on business  representation; 

CI possible  declaration  by  the  Conference on-East/ 
economic  co-operation  shodcl  contain  references 

... -. . ...- 
the  advantage  which  pairs of countries  would h m e  
in setting  up joint chambers  of'commerce, manned. 
in each  country  by  joint  staffs; 

the  desirability of facilitating  the  work of 
commercial  attaches  and  consuils and their  contacts 
with  industry  and  commerce, 

The  closer  contacts  between  Western  firms  and  those 
responsible  for preparw foreign  trade plans in  the  Eastern 
countries, as well as the end-users, might  lead  to an improvement 
in the flow of information on market  requirements  and  trading 
opportunities.  Such  contacts  may  also  increase  the  possibilities 
of influencing  the  final foreign trade plans by calling  the 

( l  Regular  international fa i r s  are  held  in a l l  the  East Europcm 
countries  (Leipzig, GDR; Brno, Czechoslovakia;  Budapest, 
Hungary. Poznan, Poland; Plovdiv,  Bulgaria;  Bucharest, 
bnania),  Moreover,  several  cotwtrtes and in particular  the 

organize  specialised  exhibitions from time to time, 
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attention of the  Eastern-  authorities  to  the  advantages of 
specific  products  at  the  time  the  plan is being  worked outo 
Possible  .results9  however,  should  not  be  over-estimated,  The 
level of trade  with  non-communist  countries is determined  by 
plamers,. taking  into  account  foreign  currency  availabilities 
and  political  considerations.  With  the  possible  exception of 
Hungary,-which  at  present  is  the  only  Warsaw  Pact  country 
trying  out on a limited  scale a modified  way of muunfns: the 
econom nore'contacts  with  the  outside  are  unlikely  to  exercise 
more t 2 a n a  very  marginal  influence.  Moreover,  the  extensive 
control  system  in  Communist  countries  makes it possible  for 
then  to  accept  principles or legal  engagements  and  yet  make  Sure 
:that  they  have  no  practical  consequences; a sight  to  permanent 
presence in a country is pf limited  interest  unless  it c m  be 
ensured  that  the  state  authorities  make  available  the  necessary 
office  space.  The  extreme  shortage of office  space, as well 2s 
the  high  cost of maintainiag  representatives in East  European 
countries,have  discouraged  many  Western  firms  which  prefer  to 
rely on frequent  visits  by  Western-based  employees.  Nevertheless, 
a number  of  firms  continue  to  be  desirous of opening  offices in 
the.East. In order  to  obtain  commitments  as  specific as 
possible,  it is important  to  prepare  carefblly, in  the  light of 
the  experience of practical  businessmen, m y  guideline or 
declaration  which  might  be  proposed  to  the  East. 

BC. 

In accepting an undertaking. in this field  Communist 
countries,  which  already  enjoy  very  1iberal.access  to  Western 
markets,  night  be  inclined  to  ask  for  further  concessions, m d  
some Wes%ern  countries are apprehensive  about a commitment  which 
could  compel  them t o  accept  the  creation  or  expansion  of 
organizations  controlled  by  Eastern  states in their  countries. 
T h i s  is m area  where  asymmetrical  concessions  might be 
cppropriate. Western countries  need not accept m y  increase in 
the  existing  disparity to their own detriment. 

IV e RECOI'"E~ATION 

"nt the  proposal  in III above  be  adopted. 

V, TALKING POINTS 

(l) In the USSR and  perhaps in  the  East European countries 
Western  firms  which  have  tried  to  establish  sales 

have  met  with  difficulties, 

(2) In this  respect  CEPU.  countries  enjoy  far  greater 
freedom of activity in  the West.  The  above  proposal 
can  therefore  be  considered as Q simple  matter  of 
reciprocity, 

M A T O  C O N F I D E N T I A L  
., . 
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Better  facilities  for Westem firms  are  elso  in  the 
interest of C0r;lmUnis-t countriesp  because  they  would 
enable  Western  countries  to  provide  better  service  for 
Communist  clients,  such as maintenancep  training 
programmes,  steady  supply  of  spare  parts,  etc, 

Direct  contact  between  the  seller  and  the  has 
d by 
it 

difficult for Western  firins  to  ascertain  and  meet in 
full  the  needs of those who will  use  their  products. 
For their  part,  the  Eastern  end-users P.laare only an 
incomplete  knowledge of  the  variety of Western  goods m d  
services  which  the  foreign  exporters  are  able to p,rovidc, 
but  it  must  be  recognised  that  such  improverdent of 
end-user  knowledge  may  no$  be  seen as in the  interests 
of state  planners, 

In as much as Western  countries  are  prepared to accept 
Eastern  nationals  on  the staff O 

established on their te 
ist  countries in this 

rule 

Difficulties  have  been  encountered in hiring  suitably 

agencies do not always  provide  personnel of the  required 
calibre,  Eastern  authorities  might  be  urged  to  show 
more  flexibility in this  respect. 

in the  Eastern  countries, ’ 

is not authorised,  and  the  state 
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GUIDELINE I/2. ( l )  

I. IMPROVEMENT IM IhTORPIIATION AVAILABLE T IKESTERI\T EXPORTERS 

II a PROBUM .O 

1, Western  efforts to substantiate  both  exports  and 
industrial  co-operation  are  considerably  hindered by the serious 
practical  gaps in information  available to Western  exporters t o  
Eastern  Europe. 

2. The pauciw of  quantified  macro-economic  data on trade 
possibilities  with  the  East  can  best  be  assessed if a brief 
comparison is made  with  information  sources  available to Ilestem 
exporters  operating  outside the Soviet  bloc,  Such  sources 
include : 

For example, EFTAB 
e latter  two  bodies 

sponsoring  the  International  Trade Centre 
(Geneva) mese-provide through  reports and 
other  publications  comprehensive  statistfcal  and 
non-statistical  data on export  markets,  marketing 
information  servicesp  trade  promotion,  planning 
priorities,  product  specifications,  long-term 
trends,  international  trading  practices,  etc, 

(b) : These  make  available 
tation  and  published 

documentation  specific  and  detailed information 
on  market  requirements,  industrial  and  raw 
material  trends,  price  fluctuations,  currency 
oscillatipns',  credit  facilities,  taxation 
regulations,  insurance,  transport,  etc,, 
contractual  atterris  (e,g.  bilateral clearing 
arrangements P and,  frequently,  depth  market 
surveys on foreign  companies. 

(c>  Located in %he 
a similar  type of 

service to that  of..national/private  banks,  plus 
advice on co-production  facilities,  planning, 
local  labour  problems,  establfslvnent OP inter- 
company  contacts,  etc . 

(l) 'Revisid ED/EC/?2/27 (Note No, 11) in the light of comments 
from Canada. 
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Ministries:  Services  include 
national  accounting,  data on 

projec-ked  national  economic  plans,  statistical 
da~ka  on  current  economic  performance ,., etc. ' 

(e) General and specialist  press  reports 

(f) Economic/cornmercial  newsletters:  All  carry 
reports  on  new  traae develoments overse'as, 
trade  regulations,  analyses-  of  market . . 

situations,  company  reports,  etc. 

(g) Corn aies themselves,  most  of  which  issue,  at 
*mi-annual  or  annual .reports  on  output 
targets,  raw  material  needs,  import  trends,  etc. 

(h)  Commercial  attachgs:  Located  in  national 
embassies or consulates,  thev  twovide  information 
on 'local  trade  conditions p arrange  inter-company 
link-ups,  data on local  regulations  regarding 
duties,  contract  requirements,  etc, 

" 

B. Available  Western  sources on Eastern  markets 

4 ,  (a)  Comprehensive  statistics  on  Western trade with 
Eastern Europe ape Published bv most OBCD members 
in  reports  such  as:-  Commerce  international 
(France) p The  Board o f  Trada Journal m) 
Information du Cornmerce ExWrieur (Belgium)  and 
hachrlchten f&- Aussenhandel m). Statistics 
on Canadlan  trade with Eastern Eurom are 

t 

- ." 

available  in  the  Canadian  publicat&  "Trade 
with  Canadatt 

(C) Business  journals  and  newspa  ers:  Enter  rise 
(USAT, Finh&s 

) among  others  cover 
n Eastern  Europe,  including 

frequently  practical  on-the-spot  reports  in  the 
Eastern  countries by visiting  businessmen, 

(d)  Economic  bulletins:  for  example,  Le  Courrier  des 
Pays de ItEst  (France),  Nachrichten far 
russenhandel and Ose-West  Marketing  Informationen 

an  business Xurope (Switzerland). Th ese -0ncerned  more with  trends  in  marketing 
practices and techniques f o r  Eastern  Europe  and 
trade  regulations, 

N A T O  C O N F I D E N T I A L  
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'(e) .. Sp.ecj,-alised  cogqercial,  gublications: This group 
, . co,nprises  such  reviews as The American  Review of 
East-West  Trade  and  SeziaP'probleme  des 

5 0  The  practical  drawbaqks  of  the  above  mentioned  sources 
are  that  they  seldom  differentiate  between  the  trading  practices 
that  might  be found-in one  Eastern  European  country,  but  not  in 
another,  they  are  not  updated w i t h  sufficient  frequency  to take 
account of the  latest  changes iri trade  regulations  and  are  often 
too I general  to  be  of . . a n y  ~eal interest to a Western  exporter, 
who  'requires v e r y  detailed count ry  and  secto;-  orientated  data. 
Market  research on.the Eastern  countries is largely  academic, 
and  only  seldom based.on field  research. 

I!Lz&22d* S (S wltz-erland) . 

* 

C. Available Comunist sources of trade  information 

60 There are-five main  categories of data on which the 
Western  exporter  should inform himself.  These  are: 

.(a) Production  and  consumption  targets; 
(b) Production  plans; 
(c) In-ter-CEW exports; 
(d) Planners' priorities; 

.. (e )  Product'  Zpecifications. 

The  ease  with  which  the  data  for  each  category  can be obtained 
from  first  hand Communist sow;.ces, and the  degree of accuracy 
and  detail,  vary  considerably  from  country to country, a factor 
which  tends  to  cause  undue  delay in negotiations  and 
contractualisation,- ~,Li,ke~;~Western sources  on  Eastern  trade 
possibilities, the gaps'here relate to enterprise-based  data, 
information  on  the  end-user,  changes  in  market  conditions,  etc, 

7, (a) : All CEWi nembers  publish 
stics  which vary greatly in 

completeness  and  detail. Only the  USSR  and 
Poland  include  both  value  and quanti.t;Y data: 
the  export/import  statistics of the orner  nembers 
are given either in value,or quantitative  terms, 
Sometimes, , a  country  will use, both  for the same 
type of goods,  giving'the  imports of certain 
items in value  and  of  others in quantitative 

m' Jahrbuch- (DDR) , -annually in Germa] 
"" ~- 

. .  
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Hungarian  and 
(Poland) 
rpplement , 

(b) hother inportant  source  of  official  statistics 
is the econonic,  industrial  and Party press,  which 
frequently  carries  reports  on the given  countryvs 
progress  under  its  current  Five  Year Plan., its 
annual plan  and  its  foreign  trade plan - the 
three  basic  components  shaping  the  foreign  trade 
plan of each  East  European  country,  It is by no 
means  rare for an  East  European  journal  to 
publish a short  item on the  anticipated  failure 
to meet a planned  target  due  to a shortage of  a 
certain  material or unavailability of equipment: 
this  may  be  taken  as a good  indication  that  the 
unavailable  goods  may  be  imported, The Party 
press  is  the  best sowce for s-tatistics 
containing  annual  plan  performance,  while the 
periodicals  devoted  to  individual  industries  are 
most  likely  to  give  statistics  on import needs 
and current  production  trends, Prbnciml Dress 

on  econo 

.n 

Non-statistica a : Standard  compilations of 
re  issued  by the  Chamber of 

one  commercial  journal,  presenting  foreign 
products new to  the  home  market, and reporting on 

N i i T O  C O N F I D E N T I A L  
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international  trade  developments,  trade and 
currency  regulations,  This  category is the  most 
fruitful  for  data  on  the  areas  given  in  paragraph 
5. Unfortunately,  such journc? ls  a;?-d press  organs 
once  again  fail  to  provide  sufficient  detail to 
enable  the  exporter  to  ascertain  current  and 
upcoming  import  requirements.. 

(c)  IrLdustrial ahd Technical  Press:  This  category 
1 s  the main source of specific  data on the 
production  plans  and  import 'needs of  each CEMG 
member, as well  as  their  consumption  targets  and 
planning  priorities.  However, a key  element 
lacking  here is the  absence  of  information  on 
the  import  requirements of specific  industries 
as  such,  and,  of  course, of specific  end-users. 
There  are thousads of such journals  published 
throughout  the CEMA conplex  which malres it 
almost  impossible  for  the  Western  exporter  to 
know  which one(s)  he  should  monitor.  Another 
disadvantage  of  this  categoiy is the fact  that 
they  appear normally o n l y  in the  national 
language  with no Western  language  sumnaries, 
and  that they are  edited  basically f o r  the 
technically  trained  reader. 

given  c6untry-8 s trade  fair.  Their  prime  function 
is  to  publicise  the  products  of  foreign  exporters, 
who are  trying to enter  the  market,  and are ,  
therefore,  slanted  towards  Foreign  Trade 
Organization  officials,  enterprise  managers  and 
buyers  from  national  distribution  organizations, 
Unfortunately,  this  category  also  appears  in the 
national  language,  which  makes it relctively 
non-functioml ,for the Western  exporter. 
Moreover, it covers  new  cornercial  opportunities 
in the Eastern'markets in a very  generalised 
manner 

III a PROPOSALS 

9 ,  Tcking  into  account  the  fact  thz.t.-the  Eastern  countries 
hcve  such  strong  demands as: 

(a)  inport of high-technology  products; 
(b) extension of long-term  delivery  credits to East 

(c) further  multilatesalisation of payments; 
European  customers  on  sales  of  machinery  and  equipment; 
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(d)  increased use of long-term  trade  agreements; 

( e )  development  of  new  forms  of  industrial,  scientific 
and  technological  collaboration, 

West  could  endeavour to obtain  the  following: 

(i) far greater  detail in sectorial  breakdown  on 
plsn  targets,  profits,  foreign exchmge 
availability,  price  categories,  bilateral 
clearing  arrangements,  licensing  requirements, 
quantitative  restrictions,  export  enbargoes, 
administrative  procedures; 

. (ii) nore  information  on  the  functions  of  foreign 
trade  organizations,  operational  guidelines, 
product  responsibility; 

(iii)  more  detailed  docunentation on changes  in  market 
conditions  and  available  marketir,g chmnels 
through  bimonthly  fact  sheets,  issued  by  the 
end-users  Lhcnselves; 

(iv)  greater  clarity  in  statistics  reporting  by  the 
Eastern  countries; 

(v)  direct negotiations/discussion-s between  Western 
exporters and  end-users  on  specific  contracts. 
This is obviously  valuable  both in teras of 
technical documntation and feasibility 
discussions in the  negotiating  stage,  and in 
terns  of  co-ordination  in  the  operational  stage 
and on rjlestern  after-sales  service; 

(vi)  nore r e m a r  visits of groups of l!estem 
exporters to meet  end-users  interested in 
Vestern  imports; 

(vii)  extension of practice  of  joint  Chanbers of 
Commerce  in  Eastern  capitals; 

(viii)  attempts  to  simplify  divergences in Ex&-I:est 
system of foreign  trade  classifications. 

A. Advantages  for the West 

10. Such  proposals  could  lead  to  improved  conditions  for 
the  Western  exrporter to  the  Eastern  market,  especially in terns 
of  sinplifying  administrative  procedures and accelerating 
negotiations. Thc; greatest  problem of the Western  exporter  is 
his difficulty il, obtaining  up-to-date, a d  comprehensive  trade 
and market  data  on  the CBYl conplex,  particularly  on the USSR - 
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the  largest CEMA exporter  and  importer  to the West (1971: 
imports  of 2.8 milliard  dollars).  Implementation  of  such 
proposals, i.e. CEHA acceptance,  would  indicate a more 
pragmatic  attitude t o  imports  from  the  West  which  could  well 
spill.over into  other  areas, e.g. foreign  policy.  Naturally, 
such  proposals zre closely.linked  with  such  questions as how 
far  economic  reforms w i l l  be  permitted  to go in Eastern Europee 
and  the  extent  to  which  politico-ideological  considerations 
w i l l  be  the  decisive  factors  placing  limits  on  continued 
expansion  of  Xast-West  trade in general. 

B, Disadvantages  for  the  West 

11. No  grect  foreseeable  drawback  for  the  Vest,  unless 
Moscow  uses  acceptance of the  principle of greater  access to 
CEMn  trade  and  commercial  data as a lever  to  force  through a 
nore  liberal  set of  trading  conditions,  especially  with  the 
EEC, and this is unlikely,  However,  one  recent  disturbing 
development in the CXMA bloc is the  announcement  by  the 
Czechoslovak  Government  (reported  3rd  March, 1972) that  the 
divulging  of  economic  data,  including  both  Federal and 
national  plans,  budgets,  inport  and  export  plans and 
infornation  on raw materials is now considered a violation of 
the law on  "State  secrets",, A similar  injunction  by the 
Rumanian  authorities was issued on 15th February, 1972., 
Hopefully these moves do not  imply a stiffening of attitude 
by  CEplh in the  trade infomation sector.  Certainly,  they  do 
not  reflect the kind of  flexibility  needed in this area, if 
East-West  trade is to develop. 

IV B R E C O W N D ~ L T I O N  

That  the  proposals in III be  adopted, 

(l) Greater  freedon of action  for  Western  cornercial 
attaches  located in Eastern  capitals, in orrmging 
inter-conpany  contactso  naking  on-the-spot  visits, 
etc e 

(2) More  flexibility in the  present  arbitrary, 
monocentric  economic  control  systen, so as to 
reduce  delay  and  sed  tape in negotiations, 
contractual  agreements,  etc. This would  be an 
iaportant  factor in diminishing the serious  lack 
of confidence  which  tends  to  prevail anong Western 
exporters  to the Eastern  countries. 
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(3)  Creation  in  Eastern  capitals  of Western  sponsored 
export   off icers ,   represent ing  a l l ied  groups o f  
Western  companies, i n  an attempt t o  co-ordinate 
e f fo r t s  by l?estern companies t o  a t t r ac t   expor t s ,  
and concurrently t o  provide  up-to-date  trade data 
on the  Eastern  markets f o r  interested  exporters ,  
They should be given  fr,eedon of movement t o  
co-ordinate  import  needs with the  end-users 
themselves. 
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GUIDELINE 113 (l) 

1, It is  becoming  increasingly  recognised  that the lack 
of harmonised  international  standards, a system  for  inter- 
national  acceptance  of  national  quality  a'ssurance  standards 
and  inadequate  Eastern  marketing  techniques  can be a serious 
obstacle to trade,  especially  as  regards goods from  tha CEMA 
b loc ,  The  salient  problems  would  appear to centre  around 
three  'areas : 

(a)  Harmonisatkon  of  norms and standards 

2, Although  countries  both in Western and Eastern 
&rope  are  members of the  International  Standardiza-kion 
Organization ( ISO) ,  there  is a tendency - much  stronger  in 
Eastern  Europe - for the  application of standards  and  the 
problem  of  quality  certification to be dealt  with  in  sub- 
r'egional  groupings  and  this  results  in  undue  compartmentilization 
of  trade* 

3, There  are serious divergences  between  the  Eastern and 
Western  approach to the  handling  of  goods  which  complicate  the 
marketing  of  Eastern  products  in the West,, The  divergencies 
include  technical  performance  and  standards,  quality,  design, 
model,  specifications,  finish,  labelling, etc, 

4, The need for a broader  transfer  of  technology to 
Eastern  Europe  from the West,  and,  thereby,  the  realisation of 
harmonisation of Eastern  standards  with  Western,  is  patent. 
For  years  now, the structure of industry  in  all  countries  in 
Eastern  Europe  has been undergoing a rapid  change  occasioned by 
the development  of more sophisticated  production  branches - 
chemistry,  electronics  and  plastics,  Existing  production  lines 
from  textiles to motor vehicles  are  in  need  of  modern  designs 
and  up-to-date  production  techniques  in  order to measure  up to 
Western  standards, 

5, Differences in the  form  and  presentation  of  Eastern 
documentation  prevent  the  creation  of  standardized  East-West 
contracts and'a uniform  reference  system,  as wel l  as  bilateral 
acceptance  of  procedures  on  automatic  data  processing  and codes 
for  use  in  trade  documentation, 

(b) Improvement of marketinp  techniques 

6, At present,  marketing  conditions  are  such  that  it  is 
not  possible  for  the  Eastern  countries to take  advantage of the 
trade  potential  that  exists in the  West, 

~ ~~ 

(1) Revised  ED/EC/72/29,  (Note No, 12) in the  light  of  comments 
~~ ~ 

by the  United  Kingdom. 
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7 ,  The  marketing  problems  that  arise  in  importing  from 
the Eastern  countries  relate  in  part to unsatisfactory 
knowledge  of  the  products  that the CEMA bloc  can  offer  the . 
West;  consequently,  Western  importers  cannot  exploit  fully 
existing  opportunities, 

8, In addition,  it  is  necessary  for the producers in 
the CEMA area to collect  relevant  information  about  Western 
markets in order to enable  them  fully to adapt  their  products 
to demand in the West, 

9, The Eastern  countries  appear to be as  yet  insufficiently 
aware  that  an  important  prerequisite  for  greater  trade  towards 
the  West  is  the need for more active  marketing,  and  that,  given 
the  characteristics  of  modern  industrial  production,  exports 
depend not  only on the capacity %O guarantee  continuous  supplies 
of  large  volumes of goods  of  uniform  quality,  but  also on 
sustained  sales  efforts,  backed by effective  servicing . 
facilities, T o  date,  the  Eastern  countries  lack  adequate  sales 
contacts  and  distribution  networks of the sophisticated  type 
needed for the  sale  of  their  manufactures in the  West, 

(c) Training in Western business  and  commercial  practice 

10, This problem  area is closely  integrated  with  the  above- 
mentioned  issues of harmonisation  and  improved  marketing 
practices,  There is an urgent need to rationalise  Eastern 
cornercial  practice  and  procedures and equate  them  with  the 
\Vestern  patterns, 

11, A serious  drawback to a more rapid  development of 
exports to the West  is  the  lack  of  adequate  Eastern  technical 
communications,  Areas  such  as  postal  services,  telephone, 
telegraph  and  telex  links,  and  visa  formalities are urgently 
in need of improvement, 

III, PROPOSALS 

12. The  following  measures  could be suggested:  Some of 
these are  already  being  implemented by individual  Western 
governments  and by international  organizations  such  as WHO, FAO, 
IS0 and the ECE, but  it  is  premature to assess results on the 
basis of recent  commercial  experience: 

(i)  the  Agenda  of the Conference or of any Vforking 
Group on Economic  Co-operation  should  include 
a reference to the need  for a common East-West 
approach tG facilitation problem, and a common 
methodology for their  solution; 

(ii) Standardization of data  contained in international 
trade  documents,  the  development of a standard 
trade  te*rminology  and  uniform  codes of trade 
information  for  use in nodern methods of  data 
transnission  and  processing; 

.I 
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ad hoc expert  groups  on  techniques  of  Wesltern 
trade  promotion; 

seminars ‘on marketing  courses,  including  know- 
ledge cf market,  market  research,  sales 
organization,  and  sales  supporting  -measures 
(advertising,  exhibitions, etc,) ; the Swedish 
Wholesalers’  Association  for  example,  has 
already  conducted  such  courses  for  Hungarian 
exporters; 

serainars  ‘by  Western  industry  advising CEMA 
exporters  on  the  technical  adaptation of goods 
in such a way  as to meet the  demands  of the 
Western  ‘purchasing  market; 

seminars by Western  industry  advising CEMA 
expcrters  on  handling  techniques,  classification, 
packing and presentation,  labelling  of good6, 
refrigeration  techniques, . .  etc, 

inproved  ‘business  contacts and representation; 

publicity  fr,om  Western  governments  on  regulations 
of relevanc’e- to trade  promotion, 

(a) Advantages  for  tke”#est 

13, Such  .proposals  will  undoubtedly  facilitate  matters  for 
the  Western  importer,  especially  i.n  terms  of  adninistrative 
obstacles  encountered  hitherto in accelerating  the f l o w  of goods 
from  Eastern  Europe, cnd meeting  deadlines.  Sales  potential 
could be increased  through  improved  quality.  I-Iowevery iiz view 
of  continuing  politico-ideological  controls  over  Eastern 
economies, as well  as  central  planning  constraints,  it  is 
unlikely  that  such  proposals  will  result  in  any  steep  increase 
in the share by CEMA in the total  imports  into  Western  Europe. 
Nevertheless, they could  contribute to a boost in short  and 
mediun-term  Eastern  imports,  provided they are  carefully  blue- 
printed  in  advanceg  It  is  noteworthy  that  the  need  for an 
upturn  in  quality  of  output  for  export to the  West  has  been 
recognised of late by CEMA in  establishing  special  lines of 
production  in  goods  intended  for  Western  marketsb 

(b) Disadvantapes  for the West 

14, MO basic  disadvantages  are  inherent  in the above- 
nentioned  pattern of co-operation,  Care  should be t&en to 
avoid  that any proposed  Western  initiative be construed by the 
other  side as an  admission  that  Western  industry  is  at  fault, 
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I V ,  RECOMMENDATION: 

Th.at the p r o p o s a l s  i n  III above be adopted,  especially 
Items ( i) ,  (ii), ( i v ) ,   ( v i i )  and ( v i i i ) .  

V, TALKING POINTS: 

(i) Training programmes and periodic exchange o f  
technical  personnel  giving  the  Eastern  partners 
the  benefi t  o f  depth  exposure t o  Western 
management techniques and production  organization - the  notorious weak s p o t s  i n  any Soviet  bloc 
enterpr ise ,  

(ii) In  information  submitted t o  the 18th Session of 
the ECE Cornmittee'on the Development o,f Trade, 
the CEMA Secre ta r ia t   s ta ted :  

"Co-ordination o f  economic plans and the CEMA.,. 
co l l abora t ion   i n   t he   f i e lds  of i n d u s t r i a l  
specialisation.,. and standardization promotes 
th2 growth o f  CEMA countries'   export 
poss ib i l i t i e s , , ,  both through  raising  the  quali ty 
o f  indus t r ia l   ou tput  and extending  the  range o f  
export  goods"; an appeal  should  be made f o r  
implementation of  the proposals i n  paragraph 12 
above in  the  l i g h t  of this declaration. 

(iii) It i s  f o r  the  Eastern  countries t o  nake  the . 
g r e a t e s t   e f f o r t s  t o  improve the i r   expcr t  
c a p a b i l i t y ;   i n   p a r t i c u l a r  a t  these  ear ly   s tages  
i n  East/West  Co-operations, 
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IS 

II . FROBLEM 

1. Each  European  Communist  country has, a foreign  trade 
arbitration  commission  0rganize.d  under  its  'Chamber of Commerce. 
State  trading  organizations  of  these  countries  have  generally 
insisted,  when  negotiating  commercial  conkracts,  that 
arbitration  be  conducted in the  respective  Communist  cotantry 
before a board of arbitrators sittj;ng in  that  country'  and 
composed  exclusively 'of its own natLonals.  While  Iqestern 
parties  who  have  had  experiences  with  such  arbitral  boards 
have  not  always  been  discouraged  from  continuing  their  business 
relationships,  such  situations  nevertheless  are  widely 
considered  among  Westerners  to  be  unsatisfactory  from  the 
standpoint of doing  business  with  EuropeaF  Communist  countries. 

2, Communist  state  trading  organizations  have  occasionally 
agreed  to  arbitration  with  Western  parties in third  countries, 
usually  Sweden,  Switzerland,  Austria  and  the  United  Kingdom. 
However,  such  practices  vary  with  respect to  the t y p e ' o f  
arbitration  procedures  that  such  Organizations  will  accept. 

3. Within  the  Western  world,  the.  .rules  of  arbitration  of 
the  International  Chamber of Commerce  have  gained  wide  acceptance. 
Except  in  special  cases,  however,  Communist  state  trading 
organizations  have  been  unwilling to agree to arbitration  under 
the  Chamber's  auspices  on  grounds that it is headquartered in a 
capitalist  country (Paris, France)  and  is  intimately  connected 
with  commercial  Organizations  in  capitalist  states.  State 
trading  organizations  have  also  refused  to  agree to arbitration 
procedures of other  Western  arbitral  organizations,  such as the 
American  Arbitration  Associatfon. 

O 
4 ,  The  European  Communist  countries  are  menbers of the 

ECE  Convention  on  International  Commercial  Arbitration, of 
1961, to  facilitate  settlement of  East-West  commercial  disputes. 
The  Convention  substitutes  for  national  rules  criteria  and 
procedures  established by the-Convention itself  or  by  party 
stipulation. The Convention is considered  by  most  Western 
countries  to  be  of  limited-practica.1  importance,  since  their 
businessmen  already  have  recourse  to  the  procedural rules of 
private  arbitration  organizations  such  as  the  International 
Chamber  of  Commerce, the American  Arbitration  Associatfon, etc., 
which  have  been  used  traditionally  with  satisfactory  results. 

(1) Revised  ED/EC/72/35  (Note l'JO, 14) in  the  light of commekts 
from  the  United  Kingdom 
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III . PROPOSAL 

The  West  should  ask  the USSR and  Eastern  European 
‘countries  to  consider  more  widespread  acceptance  of  private 
arbitration  tribunals  functioning on, a multilateral  basis. 
This  would  include  procedures  of  the  International Chbber of 
Commerce in  Paris, or those  available  on a third-country  basis, 
such  as  the  Chambers  of  Commerce  of  Zurich  and  Stockholm,  which 
are  considered  by  many  Western  businessmen  and  legal 
practitioners  to  be  particularly  appropriate for settlement 
of East-West  commercial  disputes. 

A. Advantages  for  the  West . .  

(a) Availability  to  Western  parties  in  East-West  trade 
disputes  of  arbitration  panels  not  subject  to  Soviet/ 
Eastern  European  domination  would  probably.encourage 
wider  interest  in  negotiating  trade  and  licensing 
.relationships  with  state  trading  organizations. 

(b) Western  firms and individuals  will be more  confident 
of receiving  fair  treatment  regarding  payments due 
to  them  in  cornercial  contracts, 

.B. 

Insistence  on  arbitration  procedures  along  the zbove 
lines  might  tend  to  discourage  state  trading  organizations  from 
concluding  arrangements  with  specific  Western  parties, 
Nevertheless,  the  state  trading  organizations  will  tend  to  shop 
around among different  Western  parties  playing  one off against 
the  other  in  order  to  find a firm  prepared  to  conclude a deal 
on their own terms. In order t o  force  through  the  acceptance 
of an  arbitration  procedure,  Western  unity  on  this score is 
therefore  essential,  However,  experience  has shown that  where 
a Soviet or East  European  finds a net  advantage  to be gained, 
it  generally  agrees  to  arbitration  procedures  under  auspices 
other  than  those of its own government. 

rv. RECOMMENDATION 

That CSCE participants  agree  to  encourage  state  and 
private  enterprises  engaged in international  trade  and 
co-operative  undertakings  to  accept  arbitration of disputes 
before  the  International  Chamber  of  Commerce  or  before a 
tribunal  in a neutral  country. 

V. TALKIEG  POINTS 

(1) Western  countries  are  always  interested  in  improving 
arbitratios  procedures  for.facilitation of East-West 
trade and welcome any  specific  proposals  for  further 
in-depth  consideration, 

c 
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(2) As a condition for doing  business with state  trading 
organizations, Western  firms should not be required 
to accept  arbitration  procedures  conducted  in  the 
Soviet  Union or Eastern Europe. 

(3) Private  arbitration  tribunals,  such as  those  under 
the International  Chamber of Commerce and in  third 
countries, seem perticularly  adaptable to objectivity 
in East-West trade disputes. 
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GUIDELINE I/5 (1) 

I -  RESPONSE TO CORRLAINTS BY COMMUNIST COUNTRIES ABOUT 
!VESTERN TAXIFFS 

- - 
II 0 PROBLEM 

The  Communist count r ies   a re   l ike ly  t o  complain that  
tar i f fs  and quant i ta t ive   res t r ic t ions  ( R s )  are   obstacles  t o  
an expansion o f  t h e i r   s a l e s   i n   t h e  West ? 2) .  The present 
paper  discusses  possible  Western  reactions t o  such  complaints, 
but  only as r ega rds   t a r i f f s (3 ) .  

A.  General  principles 

2. The  Communist countries might seek t o  j u s t i f y   t h e i r  
complaints  against  Western tar i f fs  i n  various ways. Firs t ,  
they might i n  general  terms  complain  about  the t a r i f f s  payable 
i n  Western countries on i m p o r t s  o r ig ina t ing   i n   t he i r   coun t r i e s ,  
On t h i s  score  their   case i s  very weak.  The lowering o f  
tariffs i n   t h e  framework o f  GATT which has characterised  the 
post-war period,  has  been  based on the  principle o f  recipr.ocity 
s e t  out i n   t h e  Preamble t o  the  General Agreement. Countries.  
commit themselves t o  limit ta r i f f   p ro t ec t ion  o f  t h e i r  own 
production i n  exohange f o r  be t te r  access t o  markets i n   o t h e r  
countries which have undertaken similar commitments, and on 
the  understanding that a l l  countries  undertaking  these 
commitments b e  t r e a t e d   i n   t h e  same  way. 

' 3, This sytem has been  devised by and for market 
economies(4),  Here,  nationals  are  basically  free-to buy i n  
any market, and trade  decisions are made  by a la rge  number 

711 2evised ED/EC/72/59, (Note No,16) i n   t h e  l i g h t  "jT 
comments f r o m  the United Kizlgdora and United States,  

( 2 )  These countr ies t   in terest   in   the  lowering o r  abol i t ion  
of other   countr ies '  t a r i f f s  closely  resembles that  o f  
market economies,  only. more d i r e c t :   i n   t h e  .West , 
governments  have a general   in terest   in   the  compet i t iveness  
of t h e i r  producers and t r ade r s ;   i n   t he  Communist countries,  
any mark-down of p r i c e s  necessi ta ted by ta r i f f s  diminishes 
the   S ta te t s   revenue  o n  foreign  t rade,  

(3)  QRs  are t o  be discussed  separately.  Papers  are also 
being  prepared on  GATT and  on the  cost  and p r i c i n g   i n  
Communist countries' ,  

( 4 )  The few a r t i c l e s  on s t a t e   t r sd ing   i n   t he   Gene ra l  Agrtlement 
c l ea r ly   concem  s t a t e   en t e rp r i se s  o r  monopolies operating. 
i n  what i s  otherwise a market economy. They do n o t  deal 
with countr ies  where foreign  t rade as a whole i s  a s ta te  
monopoly, 
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of independent firms and traders.   .Tariffs  discourage them from 
buying  abroad, by making these  foreign  purchases more expensive. 
Tariff reductions  ,reduce this  dimriminat ion  against   foreign . 
products and  make it  eas ie r  f o r  nat ionals  t o  exercise  freedQm D f  
choice. 

4. In   the  central ly   control led economies o f  the East, 
tar i f fs  a re   i r re levant ,  There i s  ns need . t o  discourage  enter- 
p r i ses  o r  individuals  f r o m  buying foreign goclds since a l l  
decisions o f  this kind  are made D r  approved by the  centre.. 
Foreign  suppliers,   therefore,  compete f o r  the  favour o f  the  
s t a t e  mormpoly not f o r  t ha t  o f  user   enterpr ises  o r  c3nsumers. 
Moreover, these  decisions  are  often no t  .based on  normal cDmercia1 
principles  since  the  bulk of each  country's  foreign  %rade i s  
committed t o  the   o ther   soc ia l i s t   count r ies ,  Romania alone  having 
modified  the  . tradit ional  pattern.  There, . i s  t h u s  bu i l t - in  
discriaination  against   Western  countries which can compete f o r  
l e s s   t h a n  one t h i r d  of the  t rade of Comunist  countries. 

5. This being s o ,  a cent ra l ly  planned economy cannot  offer 
the  reciprocal   t rading  opportuni t ies  which a re   ava i lab le   in   the  
GATT frameworko  These c o u n t r i e s  cannot  reasonably c l a im tc: be 
e n t i t l e d  t o  GATT treatment as regards tariffs.  There a re  two  
special   cases t o  be considered: 

(a) where reciprocity  designed t D  have 2 real   impact 
i n  a cent ra l ly  p lanned  economy i s  offered.  Western 
countries have accepted. the commitments o f  th is  
kind made  by Poland a n d  Romania(1) ; 

( b )  where central   p lmning i s  replaced by a s o c i a l i s t  
market economy  and trade  decisions m e  taken by 
individual  enterprises  influenced by government 
economic policy r a t h e r  than  subject t o  administrative 
orders.   In  the  negotiations on the Yugoslav accession 
t o  GATT, Western countries  considered that a neaning- 
fu l   appl ica t ion  of the Agreement presupposed that  
manufacturers and t raders  of any contract ing p a r t y  
should be eble t o  compete with local  producers  as 
well as with nutside  tsuppliers  over  the whole range 
o f  g o o d s  they  night wish t o  t r y  t o  s e l l ,  and the 
Yugoslav Ggvernment accepted i n   p r i n c i p l e  that  
customs t a r i f f s  should be the  sole rneitns o f  protect ing 
domestic  industries, 

6. Although in   p r inc ip l e   t he  Western countries have always, 
i n   pa r t i cu la r   i n   d i scuss ions  i n  the United Nations Econmis 
Comission f o r  Europe,  maintained that  the Communist countries 
' ~ i b l a n d  wzs admitted t o  GAT? a f t e r  having  undertaken 't;o 

- "- 
increase by '7% per annum t h e i r  i m p o r t s  from GATT countries. 
Romania undertook t o  increase  such i m p o r t s  by .not   l ess   than  
the i r   ove ra l l  i m p o r t s .  
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Volume TWO 

1: 

have , n o  r igh t  , t o  .claim GATT treatment, i n   p r a c t i c e  a more 
pragmatic  approach has been  adopted.  Special tariffs on the 
i m p o r t s  from Communist countries might be inef fec t ive  as these 
countries  are  able t o  disregard  the p r o f i t a b i l i t y  o f  the  
export o f  any par t icu lar  commodity. I n  any case,  the 
Euro  ean NATO countries  have,  instead o f  applying  special 
tarif S preferred t o  control i m p o r t s  f rom Communist countr ies  
by means of QRs  - a system much  more akin t o  t h e i r  own administ- 
ra t ive   cont ro l  o f  foreign  t rade,  Communist countries i n  f a c t  
benefi t  f r o m  GATT tariff  treatment,  including  the  lowering o f  
tar i f fs  resu l t ing  f r o m  the Kennedy Round. Canada does  not 
use QRs and freely  accords rnclst favoured n a w a r i f f  
t rea tnent  t o  the Communist countries. The United  States 
i s  the  only NATO country which denies most favoured  natlon 
tar i f f  treatment t o  Communist countries  other  than  Yug,oslavia 
and Poland. 

B. Tariff concessions t o  l e s s  developed countries 

7 ,  Another argument which the Communist countries 
theore t ica l ly  might take up would  be t o  claim that they 
should benefi t  from the  generalised  preferences which the 
industr ia l ised  countr ies  .have accorded o r  promised i n  favour 
o f  less developed countries( 1). 

8. Romania has officially  requested  such  treatment 
f ron  the EED and Bulgaria has made the same request t o  the 
individual  EEC 'countries. Between the COMECON countries 
this i s  l i k e l y  t o  be a divis ive  issue.  On economic grounds 
Poland might perhaps  qualify f o r  such  treatment,  but  the 
case o f  Hungary would appear  nore  doubtful, and nei ther  
Czechoslovekia  nor  the GDR could be ca l l ed   l e s s  developed. 
Presumably, the USSR neither  could  nor would request  such 
treatment. The issue i s  therefore   unl ikely t o  be raised 
by the  Eastern  bloc,  but  night be brought up by Frmanfa o r  
ce r t a in  Othe-r COMECOM countries.  Five COMECON countries - 
Bulgaria,  Poland, Hungary., Czechoslovakia ..and the USSR - 
have announced the i r   wi l l ingness  t o  grant  trade  concessions 
t o  l e s s  developed countries which they maintain wGuld  be 
comparable t o  the  benefi ts  o f  generalized  preferences, This 
p o s i t i o n . i s  part o f  the  report  o f  the  Special Committee 
on Preferences (TD.B,329/Rev. 1) which was approved by the 
UNSTAD board on 13th  October, 1970, 

(1) These preferences  have  until now o"&"e"- 
by the EEC, Japan ,  Norway, the  United Kingdom,  Denmark, 
Sweden, New Zealand, F i n l a n d ,  Ireland and Switzerland. 
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c ,  Special tar i f f  arrangements f o r  East/West t rade 

9. Some years ago the USSR attempted, on the basis o f  
m o s t  favoured  nation  clauses i n  b i l a t e r a l  agreements, t o  c l a im 
that  ft was e n t i t l e d  t o  benefi t  f rom the lowering o r  abol i t ion 
of tariffs within  the EEC and EFTAe It  i s  generally acknowledged 
that  the most  favoured  nation  principle  does  not  prevent  the 
gstablishment of custom unions and free  t rade  areas .  Although 
this has never   o f f ic ia l ly  been  conceded by the  Soviet Union, 
t h e   l i n e  of argument  mentioned here  appears unlikely t o  be taken 
up again. 

w i l l  r e so r t  t o  the' argument that the  changes i n  Vestern  trade 
arrangements  presently  taking p1ac.e will increase   the i r  
d i f f i c u l t i e s  o f  marketing the i r   p roducts   in   the  V?est. A p a r t  from 
the  generalised  preferences f o r  l e s s  developed countr ies ,  
competition will increase as a consequence o f  the  special  agree- 
ments'  envisaged between the  enlarged Common Market and EBTA 
countr ies  which are  not  seeking  admission. The EEC has also 
made associat ion o r  special  trade  arrangements with a la rge  
number o f  countries. The s ta te .%rading  countr ies  might clcim 
that  as a r e s u l t  of these developments,  they  are  likely t o  beccrme 
p rac t i ca l ly  the only  group of countr ies   subject  t o  full normal 
tar i f fs  of the  enlarged Common Market. They night   therefore  
ask f o r  special  arrangements,  including tariff concessions. A s  
the a r p e n t   a g a i n s t  t o o  many special  arrangements by the Common 
Market i s  one which also corresponds. t o  posit ions  taken by the 
United  States and Canad-a, t h i s  could; provide an opportunity f o r  
the  East t o  attempt t o  play some NAT@ countries off against   the  
others ,  

19,  I t  appears m0r.e probable that the  Cmmunist  countries 

III@ PROPOSALS 

(i) NATO countr ies  should not take the i n i t i a t i v e  
in   r a i s ing   t he   sub jec t  o f  t a r i f f s .  If i t  i s  
raised by the  Eastern  countries, i t  should be 
pointed  out that  Comunist  countries  are  already 
receiving - without any comparable' counterpart - 
mcst  favoured  nation  treatrnent i n  most NkTC! 
countr ies ,  whereas the Eastern countries' 
foreign  t rade system  gives  than ample means 
tc   discr iminate   against   o ther   countr ieso 

(ii) Should  individual COIVIECON countries  repeat 
their  c là im. to  be considered as l e s s  developed 
coun t r i e s   i n   r e l a t ion  t o  the  generalised 
preferences, NATO countries might point o u t  
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that t h i s  i s  a matter  for  discussion 
i n  UNCTAD, and that the treatment t o .  
be accorded t o  o ther  countries at 8 
similar s tage of i ndus t r i a l  development 
would have t o  be taken  into  account(1). 

Should the   Eas te rn   count r ies   c r i t i c i se  
the conmercial  policies o f  the EEC, it 
might be made c l ea r  that  the COMECON countries 
are i n  no posi t ion t o  avail  themselves o f  
a r p e n t s  based on GATT philosopy i n  view 
of the f a c t  that they  give overwhelming 
p r i o r i t y  t o  t rade with each  other,  using 
means  more effective  than  preferences t o  
achieve t h i s  a 

O 
A .  Advantages f o r  the West 

Prom a Vestern  point of view there  i s  no purpose i n  
discussing this subject  a t  a CSCE, as  tar i f fs  are  not  very 
re levant   in   the   t rad ing   prac t ices  of central ly   control led 
economies. k special   reason for not  discussing this iaeue i s  
that  the  Comunist   countries might u t i l i s e ,   f o r   t h e i r  own 
purposes,  arguments  sometimes  used by the United S ta t e s  and 
Canada in   d i scuss ing  EEC commercial pol ic ies ,  

B. Disadvantages f o r  the West 

The issue  might  have been used by Western  countries 
t o  point t o  the advantages which would f o l l o w  f o r  East/West 
trade, if the  Eastern  countries developed s o c i a l i s t  market 
economies where tariffs could be meaningfully a p p l i e d ,  

IV. RECOMMENDATICM that  the proposal i n  III above be 
adopted. 

V, TALKING POINTS 

(1) Most NATO countries  apply GATT bound tariffs 
t o  impor t s  f rom all Communist countries - these 
countries  therefore  benefit ,   without any 
comparable counterpart ,  f rom tar i f f  concessions 
agreed on i n  an  arrangement whereby a l l  o ther  
countries have p a i d  an  entrance fee by opening 
up t h e i r  own markets. 

IL) Yugoslavia i s  included among the   l e s s  developed 
countr ies   benefi t ing f r o m  the  generalised  preferences 
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( 2 )  A s  GATT is based on rec iproc i ty  i t  i s  per fec t ly  
log ica l  i f  the  United  States  chooses t o  i n s i e t  
on certain  reciprocal  advantages as a condition 
f o r  extending most favoured  nation  treatment t o  
the  Comu-vist  countries which do not enjoy th i s  
already. 
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GUIDELINE I/6 (1) 

I. -"Y ALLIED RESPONS-A REQUEST F??. ,n!ODIFICATION OF C a . .  
LISTS . ""7°C. 

. .  

II. PROBLEM 

1. It is possible  that  the  Scvtet  Uaion  and  the  East 
European  countries  will  maintain that the  existence  of ' a  large 
COCOM.list directed  primarily  at  the  'Warsaw  Pact  countries is an 
obstacle  to  expanded  trade  between  Western  Europe/North  America 
and  Eastern  =rope, and will  wish  to  discuss  the  possibility of  
its  removal . . .  

A. Discussion of the  COCOM  list 

2. COCOM  (Co-ordinating  Committee) i s  an informal  group of 
15 countries:  Belgium,  Canada,  Denmark,  Federcl  Republic of 
Gern~any,  France,  Greece,  Italy,  Japan,  Luxembourg,  Norway, 
Portugal,  the  Netherlands,  Turkey,  Uxitcd  Kingdom a d  United 
States. It began  operating in Paris in January 1950 and  since 
that  time  the  lists of items  internationally  agreed  upon  for 
controls  have  been  frequently  revised. 

3. There  has  been a downward  trend in  the miber of  items 
under  control and the scope  of  the  embargo. 11s new information 
is developed  about  productive  aapability  and  advances iri Communist 
countries,  some  items  are  removed from the  list.  Conversely, 
because  of  new  technological  developments in the  West,  new  items 
are  periodically  added. 

4 .  The latest  review of  the COCOM list  has  been  under  way 
since October 1971. At the  beginning  of  this  review  there  were 
approximately 163 items  under  control,  consisting of the 106 
international  list  items  and 26 international  atomic  energy 
items, 22 international  munitions  list  items  and 9 watch  list 
items. ' This may  be  conpared  with  the  high  point in 1953 of 
approximately 450 controlled  items. 

B. List  criteria 

5. Criteria  for  placing  items  under  COCOM  enbargo  are  as 
follows: 

(a)  mzterials and equipment (by types  and  grades) which z r e  
designed  specifically or in peacetime  used  principally 
for  the  development,  production  or  utilisction of 
arms, ammunition OP implements  of war; 

(1) Revised  ED/EC/72/40  (Note No. 17) in  the  light of comments 
received  from  the  United  States  and  the  United  Kingdom). 
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materials  and  equipment (by types and grades) 
incoPporating  unique  technological  knowhow,  the 
.acquisition of which by the  Sino-Soviet -bloc nay 
reasonably  be  expected  to  give  significant  direct 
assistance  to  the  development and production  in  peace- 
time of modern arms, ammunition or implements- Of~Wa?, 
of their means of utilisation or o f  delivery, or of 
counter-measures  to  them; 

materials sf which  the  Sino-Soviet  bloc  has a deficiency 
which  may  reasonably  be  expected  to  be  critical in 
relation  to  the  production  in  peacetime of modern arms, 
munition or implements  of  war, of their means of 
utilisation or delivery,  or  of  counter-measures  to  them, 
and  which it could not overcome within Û reasonable 
period 

Composition of Intemational List 

The COCOPI International  List is highly  selective  and 
inter  alia: 

certain  metals,  minerals  and  their alloys such as 
zirconium,  cobalt  and  nickel; 

metal-working  machinery  such as jig  borers a d  grinders 
w i t h  close tolerances,  specialised  hydraulic  presses, 
and  numerical-controlled  machine  tools; 

specialised  processing  equipment  for  chemical  and 
petroleum  industries  such as certain  gas  liquefying 
equipment,  equipment  for  the  production .of military 
explosives  and  solid  propellants,  ion VtICUWiI pumps  and 
cryopump  systems; 

electrical  and  power-generating  equipment  such as 
electrical  vacuum  furnaces,  electronic  bean  e5uipmen-t 
and  semi-conductor  devices  for  direct  conversion of 
solar or nuclear  energy  to  electric  energy; 

trasportation equipment  such as hydrofoil  vessels, 
certain  aircraft,  helicopters  and  engines and associated 
equipnent; 

electronic  and  precision  instruments  such as advanced 
commnication, navigation,  direction  finding  and  radio- 
equipment,  radio relay communications  equipnent,  single 
and  multi-channel conmmications equipment,  semi- 
conductors  and  computers; 

chemical Land petroleum  products  such  as  lead  azide, 
boron,  fluoro-carbon  compounds,  synthetic  lubricating 
oils and meases; 
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(h) specialised  synthetic  rubbe,r; 

C-M( 72) 24 
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,(i) - synthetic  film  for  dielectric  use  with  very  fine 
thickness, 

D. Exceptions  procedures 

7. Items  on  the  International  List  may  still  be  exported 
t o  Communist  countries  provided  that  COCOM  exceptions  procedures 
are  followed,  These  are  that  the  exporting  country  must  be 
satisfied  that  the  export  is  to a civilian  user, is suitable  for 
the  stated  civilian  end  use, does  not con%ain  critical  knowhow 
which  should not-be trmsferred to  Communist  countries,  and  does 
not  r.elieve  a:.critbcal  deficiency  in  these  countries.  The 
exporting  country  must  obtain  the  unanimous  approval o f  other 
member  countries  in  most  cases,  although  there  are  special 
adrainistrative  notes on soqe  items  that allow.for governmental 
exceptions  without  prior  clearance in COCOM.  Moreover,  there 
8re  special  exceptions  procedures  for  servicing  and  de  minimis 
shipments. , . . .  e 
III , PROPOSALS 

It  should  be  agreed  that  no  examination of this  issue 
c m  be .mdertgken  at a CSCE. If the  Soviets  or  East  European 
raise  the  subject the Allies  should  maintain  that  they  have  the 
right  to  restrict eqorts which  in  their  opinion  could  be 
detrimental  to  their  security and mutual  defence,.and  that. .in any - 

event  the  controls  are  limited in trade  impact. 

expected t.0 be  made known by October 1972, If at  this  time  it 
appears that a CSCE is likely %O take  place  in  the  short  term 
future,  it  night  be  desirable  to  withhold  this  information so 
that  it  could  be  used'for a bargaining  counter  at  the  Conference, 
and as an earnest of Western good intentions, 

The  sesults of the  present  revision .of COCOM  lists m e  

The  agreed-upon  lists  of  strategic  goods  and  materials 
and  advanced  sophist%cated  equipment predominmtly used 
in  the  development,  production  and  de,sign  of  military 
items  are  needed  to  prevent  the  export  to  Communist 
countries of  items  which  could  make  significant 
contributions t o  the  Conmuhist  countries*  ability to 
manufacture or deliver  weapons or implements  of Ware 
By denying the Communist  countries  uqcontrolled  access 
to  such  items,  the  West  helps  to  preserve  its  military 
security  at an acceptable  level  of  defence  expenditureso 
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(b)  Lacking  such an agreed  list,  there  would  be  danger of 
cutthroat  competition,  without  adequate  ettention  to 
mutual  security  considerations,  between.Western  firms 
for  Soviet  and  Eastern  European  markets. 

(c)  At  the  same  time,  procedures  are  sufficiently  flexible 
to permit  exports of international  list item providing 
that.the export  is  suitable  for  the  stated  civil  end- 
use and the  consignee  is known to be a civilian  end- 
user. 

countries  once  more of the  dependence  of an incresse in 
trade  in  COCOPI  list  items  on  improvement  in  political/ 
military  relations. 

(d) A firm  Western  position  would  remind  the  ?Tarsaw  Pact 

B. Disadvatages for  the'  West 

(a) The  maintenance of these  COCOM  controls  imposes a 
considerable  administrative  burden on member  countries, 

(c) Unwillingness to  discuss  modification in the  COCO14 
system  could  forgo a p-ossible  bzrgaining  area. 

IV. TALKING  POINTS 

(l ) The  Warsaw  Pact  members  practise a far  stricter  policy 
on  strategic  embargo  that  COCOM,  particularly  in  terms 
of precluding  goods  with  military  value  reaching  the 
West.  Some  sign of a more  mature  approach to trading 
with  the  Vest  could well have  some  positive  impact on 
COCOMOs assessment  of  strategically  valuable goods. 

(2) The  issue of greater  flexibility  in  interpreting  the 
lists  is,  in m y  case,  not  one of prime  importance  as, 
firstly, no discussion  could be expected  realistically 
by  the  Eastern  countries of any  modification  to  the 
Military  List, and, secondly,  requests mzdc by COCON 
member  nations  for  permission  to  export itms on the 
International  List  are  being  granted  with  increasing 
frequency by the  Co-ordinating  Committee. 

(3)  As the  trend  in  the  revision of  the  lists is downwcrd, 
and the  assumption  is  that  United  States,  ldliance  and 
Japanese  interest  in  developing  overall  trade  links 
further  with  CE1.U  will  grow, COCOM experts  will 
presumably adopt m increasingly  less  rigid  view of 
technology and commodity  sales  to C E I a  countries. 

e 

e 
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I. 

II. PROBLEM: .. 

. . .  In the-  United  Nations  Economic  Cormission  for  Europe 
and  bilaterally,,  the  Communist  countries  have  been  pressing 
Western'countries  to  undertake  obligations  not t o  impose any 
new QRs on  imports  from  the East and to set a definite  time 
limit  for  the  complete  removal  of  existing  tldiscrininatoryft QRs. 

2. Special QRS on inp0rt.s  fron Comunist countries  are  not 
employed by Canada or the  United  States  where  trade  flows w i t h  
CE2U.countrie.s  are  relatively  small,  but  they  have  played an 
inportane'  rôle as a t o o l  of  cornercial  policy in the  European 
NATO countries.  The  range of  products  subject  to Q R S .  is larger 
as  regards  imports frocl state-trading  countries  than  from.  other 
countries.  This  paper  only  deals  with  these  so-called 
discriminatory QRs. 

3. The Cormunist  'countries  attack  the  use  of QRs hs a 
political  discrimination  against  then  inherited  frou  the  cold 
w a r ,  and as a departure  fron  the  liberal  trade  principles 
professed  by Westem countries, This is an attempt t o  avail 
thenselves of advantages for which they camoffer no equivalent 
counterpart.  Western  efforts  to..rcduce  and  eventually  abolish 
O R s  affecting  trade  between  market  economies are based on 
reciproc-ity.  The  restreints  on  the  use  of QRs accepted  by GATT 
countries  presupposes  that  physical  limitations of t h e  volume  of 
imports  is  the  exception  not  the  rule. In contrast,  the  foreign 
trade plans of Che  centrally  controlled  econonies 'mount -t;o ,100 
per  cent  regulation of foreign  trade  by  means ES rigid  as 
quantitetive  restrictions  and  substantially  widër in effect than 
thoeseoperated by Western  countrieso 

4, "he Communist  countries  reject  this  interpretation  and 
argue  that  once  the volme of  imports has been  fixed b the  plan, 
(that is, quantities  have  been  restricted  by  direction7  their 
foreign  trade  organizations  are  obliged  by law to  choose  their 
soumes. of supplies in accordance  with comercial considerations. 
As3hes.e governments  clearly  have  the  authority  to  transnit . .  

. 

( l )  Revised ED/EC/72/41 (Mote No. 18) in the  light of comments 
from  the  United  Kingdom. 
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orders  directly and secretly  to  the  executive  cgencies,  it  is 
not  Dossible  for  outsidc  observers  to  ascertain  what  factors 
in  ehch  case  deternine  the  decisiofi"on  whez-e a purchase  is  to 
be nade, 

5. The goverment control  over'.  trade in the Warsaw Pact 
countries  is noreover used  to  discriminate  heavily  against  the 
West.  With  the  exception cf Romania, all the Comunist countries 
direct s o w  two thirds of their  trade  to  each  other  by  wcy of 
bilateral  agrceuents,  thus  excluding  Western  exporters  from.  large 
meas of potential  trade(1).  In  view o f  this  situation,  the 
CoI;zI;lunist  countries'  contention  that  they  have  sone  kind  cf 
natural  right  to  claim  that  Western  countries  should  not  apply 
special ORs to  control  inports  fron  then  is  untenable. 

6. ti further reasoll. for not  accepting  such Q contention 
at a CSCE  is  that GliTT countries, in' CoMectioil W t h  'the.' 
accession of Poland and Ronania to that  organization,  have 
undertaken  not  to  increase, and gradually  to  reduce,  protection 
by  special. GlRs(2) For  their  part,  these  countries  have 
und-crtakcn to increase  their p l a n e d  imports f ron  GLTT countries. 
If  the  policy of admitting  to  GATT Comunist countries  willing 
to  undertake  certain  commitments  is  to be continued(3), it will 
be necessary t o  reserve  sone  advantages for the  countries  seeking 
admission. 

B. L*actical  adva-rtages.  to  the  Vest of QRs 

7. QRs normally  ain at protecting  domestic  producers or 
traditional  foreign  suppliers.  The  reason  for  applying  QRs  to 
imports from the  state-trcding,  but  not froin other,  countries 
is  therefore  mostly  that  home  producers  fear  competition  by 
unfair  pricing  from  these  countries  in  particular.  The  Eastern 
ccmnodities  most  frequently  subject  to  specific  quotas  seem  to 
be agricultural  foodstuffs,  textiles,  clothing,  footwear,  ferrous 

( l )  This discrinination  is  often'  not  overt,  but  it  does 
occasionally  find  its way into  published  legal  texts.  This 
is for instance  the  case of 2 Bulgarian  decree of July 19'71. 
This  decree  stztes  that  purchase  of a licence  from  the  Vest 
will  only be authorised  in  cases  where  it  has  been  established 
that  it  cannot be obtained  in  other  COMECON  countries. 

( 2 )  In  the  case of Romania  the  objective  is  to  eliminate  these 
QRs by the  end of 1974. 

( 3 )  Whereas  the  conscquences of accession of the USSR are  far- 
reaching and uncertain,  there  would he no manifest  technical 
grounds f o r  not  accepting  the  admission of Hungary,  Bulgaria, 
Llbania  and  eventually  the  GDR. (See Guideline 1/81 
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me.tals and chemicals. The , soc ia l  and economic j u s t i f i c a t i o n  
f o r  th is  protection  can  only be examined case by case by the 
countries  concerned. There are, however, two general reasons 
for   us ing  QRs i n  trade with Communist countries.  

8. F i r s t ,  the state-trading countr ies   dispose o f  a 
considerable bargaining power i n  negot ia t ions with a Western 
country,  because the Eastern representatives are  able t o  decide 
f rom which coun t ry . the i r  i m p o r t s  are t o  come. On the i r  s ide ,  
Western governmental o f f i c i a l s  a re  not  normally able to   p l ace  
orders,   but the exis tence of .GBs 'has offered them a bargaining 
asset which enabled- them. to .   o f f e r  assurances. that import , , . . 
l i cences  would be granted within certain limits. In return they 
have, i n  some casesp obtained from state- t rading  countr ies  
promises t o  buy, and, i n  other cases, less specific  promises 
that these countr ies  would use the i r  "best endeavoursn t o  take 
an agreed amount o f  goods  from the Western ccuntry. 

9. Secondly, the poss ib i l i ty   o f   in t roducing  new QRs o r  
reducing  quotas has provided a de te r r en t   t o  dumping from 
Communist count r ies ,  where it i s  d i f f i c u l t  t o  a sce r t a in  what 
the r e a l ' c o s t  of  production is. Most Western countr ies  seem 
to  consider that t h i s  deterrent has worked f a i r l y   s a t i s f a c t o r i l y .  
However, problems might a r i se  i f  Western countr ies  abandoned 
all p o s s i b i l i t y  o f  cont ro l l ing   the i r   impor ts  from Communist 
countr ies  by way o f  QRs. 

. .  

C.  The decreasing Western use  of QRs 
_ . _ .  . , 

10. ull the indus t r i a l i s ed  West European countr ies  have 
i n  recent years  reduced  considerably the range o f  goods  .subject 
t o  QRs. Some NATO countries,   such as France  and I t a l y ,  have 
furthermorep i n  b i l a t e r a l  agreements with the USSR, undertaken 
t o  aim a t  the complete abol i t ion  of  QRs by 1974. Similar ly  the 
United Kingdom has formally stated i ts  i n t e n t i o n s   t o  eliminate 
by the end of 1974 discriminatory QRs on-imports from Hurzgary(1). 
In m a n y  cases Western countr ies  have, however, car r ied  through 
these l i b e r a l i s a t i o n  measures without undertaking any 
in te rna t iona l   ob l iga t ion  n o t  t o   r e in t roduce  QRs. 

11. The reduction o f  Western QRs has been fur thered by: 

- the Eastern interest  i n  buying i n  the West c a p i t a l  
goods  which they  could  not  easily  obtain elsewhere; 

" -~ "" ~- ~~ 

(1  ) Austr ia  on 1 s t  January, 1971 l i f t e d  a l l  QRs on  imports 
from the USSR. 
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- the   recogni t ion o f  Western  governments that the 
East would have t o  increase i t s  exports t o  pay 
f o r  these  purchases; 

t h e   f a c t  that  expearts from Eastern  countries do 
no t   cons t i fu t e ,   i n   qua l i t y  o r  quantity a great  
challenge t o  most Western producers; 

- the  greater  weight by and large  given t o  the 
, .  i n t e r e s t s  o f  Wes.tern exporters  rather  than t o  

those o f  the  domestic  producers; 

- the   probabi l i ty  that Eastern  countr ies  would use 
all the  hard currency  earned t o  buy i n  t h e  West 
o r  reimburse the i r   debts .  

12.  An internationally  binding  renunciation by Western 
countr ies  o f  t h e   r i g h t  t o  introduce QRs might be dangerous should 
this s i t u a t i o n  change. It wonld leave  %be Western countr ies  
witho.ut any l e g a l  means t o  cor rec t   the   d i s tor t ion  should Communist 
countr ies  b u i l d  up the i r   expor t s  t o  all Western countries  while 
concentrating  their  purchases  elsewhere o r  - a more l i k e l y  
hypothesis - i n   t hose  Western countr ies  which they wanted t o  
regard p o l i t i c a l l y .  This might  considerably  increase 
p o s s i b i l i t i e s  f o r  the East t o  apply  pol i t ical   leverage.  

D.  Present  impact o f  Western QRs 

13. It is  the view o f  Western countr ies  that  QRs are  no 
longer   an, important   obstacle  t o  East/West t rade.  With the  aim 
of providing  up-to-date  information on the s i tua t ion  and - t o  
the   extent   possible  - a quantitative  assessment o f  the  impact 
of the  remaining QRs on t rade ,   the  Economic Committee has 
decided t o  undertake, i n  the autumn of 1972, an examination of 
t h i s  question. 

14. Western countr ies   of ten  point  o u t  that  the  Eastern e 
.countr ies .  do not  . i n  al1 cases use.  the quotas .o.pen..to. them.. The 
Eastern   cow-t r ies  r e t o r t  that the i r   en t e rp r i se s  o n l y  acquire an 
i n t e r e s t   i n  Western  markets i f  i t  i s  reasonably  sure that these 
o u t l e t s  w i l l  remain open and provide   poss ib i l i t i es  o f  expansion. 
The Economic Committee will a l s o  assemble  information on non- 
fu l f i l l ed   quo ta s  and assess   the   va l id i ty  o f  t he  arguments about  
t he i r   s ign i f i cance .  

III. PROPOSJS 
.. . . -. ~ . .. 

15. NATO countr ies  should not  seek  discussion o f  Western 
QRs b u t  i n  response t o  Eastern  complaints  point ou t :  

(.i.> that the  p l a n n i n g  and foreign  . trade  system  in 
Eastern Buropean countr ies  de facto imposes 
universal  and arcane QRs on trade with Western 
countr ies ;  
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tha t   the  West European countries have  reduced  these 
controls  considerably  in  recent  years  while  there 
has been no corresponding  red-uction in   t he   r e s t r i c t ions  
operated i n  CENA c o ~ l t r i e s ,   i n   f a c t ,  such r e s t r i c t i o n s  - 
exenpliflet! by the increased  percentcgc o f  intraGMA 
trz.!.de - have increased. 

that Poland and Romania by undertaking  certain 
cormitmcnts i n  the frarhework o f  GLTT havê obtained 
assurances  that new O R s  will not be introduced and 
tha t  the exis t ing ones w i l l  gradually be abolishcd('l); 

that Uarsaw Pact  countries  not  wishinG. t o  negotiate 
accession t o  GATT might b i la te ra l ly   ob ta in  somep if 
not a l l ,  o f  the advantages  obtained by Poland ancl  
Ronmia, by mdertaking  appropriate engagements t o  
increase  their   inports  and t o  safeguard  against any 
narket  disruption which might be caused by t h e i r  
e q o r t s  ., 

It should further be arrreed t h a t  ivlv NATO countrv 
wishing t o  oEfer a t  a CSCE new a&antcges t o  %he"East 2s rkgards 
QRs should, well . i n  advance,  consult with the  other  ncnbers of 
the Alliance. 

~ ~- 

l?* Further  consultations  should  take  place  in  order  to 
seek ways andl neans t o  check attempts by the  East t o  e q l o i t  
the  diverging v iew on the  use of QRs towards state-trading 
countries O f ,  on the one h a d ,  CanaCa and -the Uaited  States 
and, on the  other,   the European countries(2), 

I ,. . 

A * 

18* The proposals uade i n  paragraph 15 attempt t o  combine 
a pragmatic a t t i t u d e   t o   p r a c t i c a l  measures involving some 
elements o f  reciprocity,   with S. re fusa l  t o  sccept, as a principle 
o r  a binding  obligation,  the  forsaking o f  the  use o f  QRs i n  
re la t ions  w i t h  state-trading  countries.  Giving up en t i r e ly  
t h i s  form  of protection might jeopardise  wider  Vestern  interests 
and offer the Commnist countries  considerably  increased 
p o s s i b i l i t i e s  o î  using  their   t rade t o  fu r the r   t he i r   po l i t i ca l  
cins. 

(I) This argment  secrm logical ly   necessary,   in   par t icular  il" 
it is considered t o  be in   t he   i n t e re s t  of the  Vest that 
Cormmist countries other  than  the USSR should seek 
admission t o  GLTT. It should., however, be kept  in  nind 
t h a t  the Poles do not  consider that  SO far they have 
obtained nuch by their   accession t o  GATT. 

of  W,  n o t  orGy between mar!rct cconoobies, but also specific- 
a l l y   t h e i r  use by WcsL Emo2ean countries  totrards Corununist 
countries, See, f o r  instance, as regards negot ia t ions  in  
GATT on QF& on P o l i s h  exports, the General  Report on the 
Act iv i t ies  of the Commun2ties 1971, paze  403(in  the French 
Text ) 

(2) Canada and the  United  States have sharply c r i t i c i s ed   t he  use 
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19; 'She proposal  in paragraph 16 aims at avoiding that 
uneqected mves by one NLTO count ry  a f fo rd  Communist countries 
exaggerated poss ib , i l i t i es  o f  nanoeuvrc t o  provoke overbidding 
by other NATO countri-es. 

20. The proposal i n  paragraph 17 is self-explanatory, 

B. Disadvantages f o r  the West 

21. m e  proposals do. no t  seem t o  present my disxhmntagcs 
for the West as a whole. 

IV. RECOIQEATDATION: tha t   the  proposal in- III above be adoptee. 
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GUIBEEINE I/8 (1) 
I. ACCESSION TO GATT OF ADDITIONAL COIJIMUNIST COuf\TTRl3S 

- 

II. PROBLEM 

While  it  seems  unlikely  that.  the  East  European 
countries  would  wish  to  discuss  as  a  separate.issue  the 
accession  of  additional  Eastern  countries to the  GATT, it 
would  nonetheless  be  appropriate  to  consider  the  matter  both 
in the  event  that  it  is  raised  in  the  context of other  issues 
and also to  consider  whether  Western  countries  might  profitably 
raise  it, 

A, Review.  of  present  GATT  status  of  East  European 
Countries 

1, In addition  to  Yugoslavia,  the  foll-owing 
Communist  countries  of  Eastern  Europe  are  GATT  contracting 
parties : 

(a) Czechoslovakia,  which  was an original  signatory 
in 1947, Since  the  Communist  coup  d'6tat  in 
1948, Czechoslovakia  has  remained  a  contracting 
party  but  has  taken  a  relatively  inactive  rale 
in GATT proceedings, 

Poland,  which  became a full  contracting  party 
in  June 1967, after  having  become an observer 
in 1957 and  having  acquired  associate  status 
in 1960, It was t h e  Polish  accession  that 
provided  East  European  states  with  a  distinct 
alternative to the  practice of market  countries 
of  offering  tariff  concessions as  an "entry feefs 
in  reciprocity  for  the  benefits  of  becoming a 
contracting  party. A number  of  contracting 
parties  had  doubted  that  the  GATT  could  or 
should  accommodûte  Poland,  They were concerned 
that  the  Polish  system  did  not  offer  Western 
exporters  sufficient  access;  that  the  Polish 
import  programme  as a part of the  national 
economic  plan  basically  left  to  imports  from 
market  countries  only a residual  market  that 

(1) Replaces  ED/EC/72/36(Note No,. 15) 
. . .  
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could  not  be  met  by  domestic,production or 
imports  from  CEMA  countries;  that  participation 
in CEMA resulted in  a discriminatory  choice  of 
imports  incompatible  with MFN, and.that state 
planning  resulted  in  arbitrary  determination  of 
trade  patterns  by  adminstrative  fiat  rather 
than  the  market  forces  that  the  GATT is designed 
to  encourage.  However,  the  view  that  eventually 
came  to  predominzte  was  that  accommodation  might 
be  possible  if  Poland  would  undertake  commitments 
that  would  influence  her  planning  process  and  if 
contracting  parties  could  obtain  special 
safeguards  in,  view -of the  different  approach  by 
state  trading  countries  to  setting  export  prices. 
Accordingly,  the  Polish  accession  protocol 
includes  the  following  provisions: 

An undertaking (so far  adhered  to)  by 
Poland  to  increase  imports f rom contracting 
parties  at a rate  of  at  least 7 percent  per 
annum. 

Annual  consultations  on  Polish  import 
targets. 

Bilateral  consultations  should  Poland  or 
any  contrecting  party  requ-est  them,  with 
provision  for  either  Poland o r  the  cont- 
racting  party  to  suspend GATT obligations 
toward  the  other  if  further  consultations 
with  the  contracting  parties as a group  do 
not  lezd  to  a  settlement. 

Action  by a contracting  party  to  restrict 
imports  from  Poland  should  they  cause  or 
threaten  serious  injury  to  domestic 
producers  and  should  consultations  fail 
to  resolve  the  issue. 

In return,  an  undertaking  by  contracting 
parties  maintaining  discriminatory 
quantitative  restrictions  inconsistent  with 
the GATT to  remove  the  inconsistency  by  the 
end  of  a  transitional  period  of  unspecified 
length. 

(c)  Romania,  which  became a contracting  party 
'in November 1971. The  Romanian  accession 
protocol  is modelled after the  Polish instmmnt,  
but  differs  in  that  Romania's  import  commitment 
is an expression of intent  to  increase  imports 
from  the  contracting  parties as a whole at a 
rate  equivalent to the  overall  increase  in 
imports  foreseen in the  current Five Year Plan. 
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The  consultations  with  Romania  are  to be 
biennial  rather  than  annuale 

2. Hungary  is  attempting  to  negotiate  accession to 
the GATT on a different  basis,  The  Hungarians,  while . 
maintaining  state  trading  relations'with  CEMA  countries, 
have  established  tariffs  against  imports  from  market 
countries,  which  some  individual  enterprises  have  been 
given  greater  freedom  to  deal  with  on  the  basis of market 
considerations. They.have refused  to  consider  undertaking 
an  import  commitment toGATT contracting  parties  offering 
instead  to  enter  into  tariff  negotiations.  The  basis f o r  
this  approach  is  the  substantial  decentralization  and 
adoption  of.market  features  that  have  characterized  the 
country's  recent  economic.refcrms. 

3.  The  Soviet  Union;  Bulgaria  and  Albania  have  not 
applied  to  accede.'  Their  economies  as'presently  structured 
more  closely  resemble  the  centralized,  stete-directed 
economies  of  Poland  2nd  Romania  than  the  partially 
decentralized  Hungarian  economy,  Insofar as these 
countries  are  willing  to  undertake  commitments.along  the 
lines of Poland,  there are  no  manifest  technical  grounds 
for excluding  any  of  them,  The  same  generalizction is 
likely  to  hold  true  for  the  German  Democratic  Republic 
by the time the CSCE takes place. I .  

B, Consequences  of  Communist  Countries'  Participation 
in GATT 

1, The  consequences  of  participation  by  Czechoslovakia 
and  Poland in the  GATT  do  not  appear  to  have  bEen  very 
significant  either for the  two  countries or for  the  GATT, 
Poland  has  participated  somewhat  more  actively  thzn 
Czechoslovakia in GATT  proceedings,  but  has  pursued a 
prz.gmatic  rather  than  ideologically  dogmatic  approach, 
il.though  information  is  somewhat  limited,  Poland  appears 
to  be  seeking  through  its  GATT  participation  generally 
to  promote  access  to  Western  markets  and  ensure  stable  trade 
relations  with  the  West, 

2, Poland's  participation  in  the  GiLTT  does  not 
appear  to  have  contributed  significantly  to  pressures for 
domestic  economic  liberalization,  The  recent  reforms 
appear  to  have  concentrated on reordering  planning 
priorities  mainly  in  response to domestic  social  pressures, 
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and  have  not  led  to  substantial  changes in the  highly 
centralized  structure  of  the  economy. In part  the  lack  of 
domestic  impact  stemming  from  Poland's  participation in 
the  GATT  reflects  the  terms  of  accession,  Few  substantive 
changes in Poland's  system  of  foreign  trade  were  required. 
GitTT  provisions will continue  to  have  limited  applicability 
as long as Poland  retc.ins  most  features of a  state  trading 
country  and  Western  countries  do  not  utilize  consultation 
procedures  to press for changes. 

3. If Bulgaria,  Albania or, eventually,  the GDR 
were  to  accede  to  the  GATT  on  terms  similar  to  those in 
the  Polish  and  Romanian  cases,  it  is  reasonable  to  assume 
that  the  significance  likewise  would  be  modest  both  for 
these  countries  and for the GATT. It seems  unlikely  that 
they  would  be  inclined t o  unite  with  Poland,  Czechoslovakia, 
Romania  and  I-Iungary  to  pose a vigorous,  concerted  challenge 
to  the  industrialized  market  countries1  domination  of  the 
institution.\ 

4. Were  the Soviet  Union to accede,  however,  the 
consequences  would likely be more  far-reaching  and  more 
uncertain,  for  the following  reasons: 

(a) The economic magnitude of the  Soviet  Union 
would  make  negotiation  of  terms  of  Soviet 
accession a major  trade  negotiation. 

(b) The  Soviet  Union  as  a  contracting  party  might 
well  consider  itself obliged  to  play  an  active 
r8le in keeping  with its  status as a  major  power. 

(c) The  Soviet  Union  would  probably  seek  to  assert 
leadership  over  other  East  European  contracting 
parties,  some of which  would  be  likely  to  respond 
by  playing  more  dogmatic  and  assertive  &les  than 
at  present, 

(d )  The  Soviets  and  others  might  be  inclined  to  pursue 
major reform of  the  GATT so that  its  'structure  and 
functions  would  be  as  consistent  with  state 
planning  as  with  market  economies. 

(e)  The  Soviets  could  be  expected  to  press  hard for 
total  removal  of  discriminatory  restrictions,  and 
to  seek  to  enlist  the  support of market  countries 
that  do  not  themselves  maintain  such  restrictions 
against  East  European  countries, 
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III. PROPOSAL 

The  West  should  not  take the initiative  in  raising 
the  subject. If the  Eastern  countries  raise  it,  the  Western 
countries  should  respond  with  assurances  that  additional 
applications  to  accede  would  be  considered  on  their  merits in 
the  GATT,  which  is  the  appropriate  forum  in  which to consider 
the, subject. 

A. 

1. Avoidance  of  discussion  of  the  subject P t  the 
CSCE will  eliminate  any  risk of erosion of Western,. 
countries'  ability  to  exact conceseons from  fu'ture 
Eastern  applicants  in  the  course OP accessioiï'negotiations, 

2. Avoidance  of  discussion of the'  subject,  should 
the  Soviets  probe  prospective  Western  attitudes to any 
application  to  accede, would reduce  any  risk  implicit in 
a more  positive  Western  response' of encouraging  the  Soviets 
to  apply  without  a  sufficient  commitment  to  undertake 
obligations  that  would  be  requir'ed o f  them. 

B. Disadvantages  for  the  West 

By  refusing  to  discuss  the  subject  at  the CSCE, 
the  West  would  give  up the  possibility  of-eliciting 
Eastern  responsiveness on trade  matters in return, 
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G-UIDEJINE I/3 ('l) 

P. 

11 PROBEM 

1, In trading with the West, %he Eastern countries are 
primarily  interested in the procurement of plant ,  semi-finished 
goods a d  transport  equipment in which they are lacking. mey 
also buy  certain foodstuffs wh9ch they do not  .produce  themselves 
or of which they do not produce enough, !Their purchases of 
consmer durables  are on ly  incidental, 

2, This  situation is clearly mirrored in the statistics 
of Western  exports  to the Eastern countriesa In the particubr 
Case of NATO European  countries, foodstuffs, beverages and 
manufactured  consumer .Iterras accounted for about 1305y6 of all 
exports. in 196O...md fa 1969; in other  words, af ter  several years 
of considerable  East/Wsst  trade expms3.0n9 %hey s t i l l  accounted 
for .oay ,14,6%(2> a 

30 m u f a c t w e d  items(3) accounted for a very sad l  
proportion of overall  consumer  sales, ~t be~t(4)~ items of 
this kind sold by the  European NATO countries to tho USSR and 
the Eastern countries in 1960 t o t a l l e d  just over US $58 million 
o r  3.5% of t o t a l  sailes (US $1,641 million) By 1969, this 
f i w e  had risen to about US $289 m i l l i o n  OF Just over 7% of 
t c t a l  exports (US $4,168 mi25bisaL), 

4, En terms of value,  however,  the  expansion has been 
considerable, with sales increasing  five-fold in wine years 
while t o t a l  exports have increased 2* times, The increase in 
deliveries of foodstuffs (2,3 %fmes) has also  been a large  one0 

5.. 3y cornpariml1 with  total exports of manufactured 
consumer goods, however,  Western  sales to the East remain 
minimal  'as the fo l lowing  OECD statistics  show, 

Revised ED/EC/72/34 (Note No, 3.3) in. the light of comerats 
frorn.the UK and the US, The United States  consider -khat 
the disadvantages of raising this issue far outweigh any 
benefits  gained  -kherefrom, and pre fe r  that  this paper be 
dropped, 
See AC/l27-D/335 and ~!/127-D/3O3 , 
Television aaad'radio setsl refrigerators and other domestic 
appliances, clothing, shoesd, motor cars, photographic and 
cinematographic equipment, clocks and  watches,  travel  goodso 
bookso e t c ,  
Miscellaneous  nanufacturecl items, unclassified item, notor 
cars and domestic'&ppIimces. 
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EXPORTS BY EUROPEAN " B E R S  OF THE OECD 
TO -TERN COUNTRbS IN 1- 

Volume Two 

Television  sets 
Radio  sets 
Domestic appli-ces 
Motor  cars 
Miscellaneous  manufactured 
itens 

6. These fimres confira  that  the COMECON countries  make 
a point of buying from the West o n l y  the  raw  materials  and  plant 
which  are  essential t o  their  economies,  This  policy  can  be 
readily  understood if it is remembered  %hat: 

(a) These  countries  are  still  living  in  conditions  of 
semi-austerity as regards most  consumer  goods. 
Eastern  policy-makers may fear  that  the  opening  up 
of  the  narket to Western  goods,  which  are keenly 
sought  after  by  the  local  population,  could  create 
social  problems  to  the  extent  that  imports  fell  short 
of demand.  Rationing - presunably  by  price - would 
put  then  beyond the reach of most  potential  buyers. 
The  quality and design of Western goods night also 
show up  the poor standard of Eastern  output, 

(b)  These  countries  are  afflicted  by a chronic  shortage 
of hard  currency.  Consequently,  consuner goods would 
have to be  bought  at  the  expense of importswhich, 
from  the  standpoint of  economic expansion had been 
assigned a higher..prLori.ty, In addition,  consumer 
goods  are bought on different  terms from those 
applying  to  plant. and equipment  and any credits would 
be for it much  shorter  period. 

(c>  Under  pressure  fron 'the USSR, a substantial  proportion 
of the  foreign  trade of the CONECON countries  is 
restricted to transactions  with  their  partners in that 
organization,  The GDR, Czechoslovakia, Poland and 
Hungary  produce a huge  range of consumer  durables; 

(1) The term  "East"  covers  the  East  European  countries  and  the 
USSR; the figures hove  been  rounded .off and  do not'include 
sales by the  Federal  Republic of Gemany t o  the GDR. 
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Rumania and Bulgar ia   se l l   hmdicraf t s  and foodstuffs, 
All these goods f ind   ou t le t s   wi th in   the  CGlECON, It 
should be noted i n  t h i s  comcc-tion, that in 1970, the 
USSR inposted  manufactured items t o  the value o f  
1,933 million roubles f o r  the  Soviet consumer ruarke-t;(l) 
and that 70"h of these goods were provided by other 
COMECON couratries(2), 

. 7. Any development i n  sales of consuner  goods (whether 
durables o r  n o t )  by t h e  Western corntries would seem t o  be 
subJect t o  a number o f  fac tors :  

- inprovenen-t in the output of the Eastern countries,  
When the lattes are   able  t o  produce  consumer'goods 
o f  a b e t t e r  quality and in l a rger  quantities, they 
may have  fewer  misgivings  about  opening up their 
markets to Western goods; 

- improvement in the  standard o f  living of -the Eastern 
countries with the  concomitant  creation of new 
denand f o r  both everyday and I l w y  items, In  this 
connection, an improvment i n  housing conditions cotaad 

.have' far-reaching consequences; 
. . .  . .  - oppo&unities f o r  Western  exporters t o  expand sa l e s  

and **af%es-sales@ networks in t he  Eastern countries 
which would receive  regular  supplies of  spare par ts ;  

- increase   in   the  currency earnings o f  %he Eastern 
cowa-%ries.which would give them a margin for the  
purchase of mon-essential .items; 

- greater   parbfcipat ion by the COMECON countries in 
in te rna t iona l  exchanges which would. enable them t o  
OV~PCOIIZF? their obsession w i t h  self-sufficiency, 
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IV . 

Advantages  for  the  West 

The Western  consumer goods industry  has a large  output 
capacity and is in  search of additional outlets. 

m y  imrease in Western  sales o f  consumer  goods  to  the 
Eastern  countries  could  act  as an incentive  to 
consumers in those  countries  to  press  for a rapid 
improvement  in  their  standard of living, A develop- 9 

ment of  this  kind  could  foster  the  cliclate  of  d6tcnte. 

Disadvantages for the  West 

It is  not  practical  to  press  the  Eastern  countries, 
with  their  shortage of: foreign  currency,  to  purchase 
consumer  items  in  the  'West  without  providing  the 
means of  payment. To increase  their  sales,  therefore, 
the Western  countries  might  have  to s tep  up  their 
.purchases  perhaps not of  manufactured goods but  at 
least of  agricultural  produce,  raw  materials  and 
semi-finished goods. 

The  Eastern  countries  will  probably  insist  that  in 
exchange  for  their  increased  purchases, the 'I;Test should 
agree to raise  their imports of the same type of goods, 
In this  connection,.they  might  also  raise  the  question 
of quotas. 

While the authorities of the  Eastern  countries  can 
arbitrarily  unload  Western  goods on their  markets, 
the  Same is not true in the  West. Even if  \Jestern 
gove~WePlts were  inclined t o  accept a stipulated 
amount  of  Eastern  manufactured goods, they would, as 
narket econoq countries,  lack the nechanisms t o  carry 
out  any  such  undertaking. 

RECOMMENDATION 

That  the  proposal in Section III above  be  adopted, 
V, T I U I N G  POINTS 

In response .h Eastern  criticism  regarding  the 
difficulty  of  finding  markets in the West  for  Eastern 
manufactures,  these  countries  could  be  invited  to,  make a mow 
thorough study.of %he  marlie*-and to'bring  their  goods  nore 
closely irrto line  with the tastes  and  requirements of Western 
consumers 
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M A T O  C O N F I D E  T 
,.. ".. . .  . . .  . .  

O 

1 I e . PROBUM 

1. During the  las t   f ive  years ,   industr ia l   co-operat ion 
has aroused growing i n t e r e s t  as a means of  promoting the  
dynamic expansion of East-West 'trade, ..' 

(a) Definition- 

' m e  term "industrial'  co-operation?'  .connotes various 
types of  con,tracts,  concluded between indit+dual East and Wes% 
European enterpr ises ,  which ex%snd beyond strictly cornercial  
a c t i v i t i e s ;  .I. Such agreements provide f o s  a whole complex of 

. mutuidly linked operations and compr%se.reciprocal comm$tments 
spread over a number of years(2). ' . .  

such as: 

manufacture each of t h e  contracted'   enterprises 
of  the  complementary parts of a given  product; 

assembly i n  an East European comery of components 
%upplied by a Western enterpr ise;  

manufacture by an..East Eusopean enterpr ise  of 
components  which are  then  incorporated  in  the 
f inished Western product;; . -  

j o i n t  development of Eastern mineral resources and 
other raw ma twia l s  

.b." 

- Joint sales promotion cin both  the Western and 
.Eastem European markets; 
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Finally,  these  agreements  normally  provide for financing andl 
payment  arrangements  which  thereby  avoid  certain  difficulties 
restricting  East/West  trade ., (for  example, 'the reimbursement 
of Western  credits  by  the  delivery  of  goods  manufactured in a 
plant  built or developed with these  credits in East  European 
countries). 

(b) Institutional  framework 

5 0  The  institutional  framework of this  co-operation is 
provided by some  bilateral  agreements on industrial,  scientific 
and technical  collaboration  which  have  been  concluded during 
the past  five  years by most Western  countries  with almost ab1 
East European  nations., Normally, these  governmental  agreements 
provide for the  establishment of' official  joint  commIssionso 
However,  absence of such  agreements  does not preclude  industrial 
co-operation nor does  their  existence  guarantee such co-operation. 
Their  task  consists in: O 

- the promotion of co-operation  between:indi+idua1 
enterprises; . .  

- the  organization of exhibitions  and  trade fairs9 

- the  exchange of technical  s-baff,  licences,  patents, 
conferencesP study and training  courses; 

technical da-ka, doc~a~nenaLation, samples, etc,; 

- the  implementation of arrangements for joint 
research and development, 

6 ,  Despite  the progress achieved,  hitherto,  in the field 
of @tindustrial Co-ogeration"(l),  its  development  has  encountered 
a number of obstacles: 

(i)  Counitries  with  state-controlled  trade  do no t  
always appreciate  that,  excep-8; in the  nationalised 
sectors,  Western  governments  can  only  provide an 
institutional fr and initiate  adrilinistra- 

this type of 
entation  depends  far 

more  on  the  initiatives  and  scope  for  action  open 
to private  enterprises  than on measures  which  may 
be taken by joint  governmental commissionsp -the 
results of which have not always beeq to 
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c 

(ii)  These  agreements  do  not  give  !:Jestern  enterprises  the 
equity  stake or ownership  rights  which  characterise 
private  investments in the Western world (I). 
Consequently,  Western  enterprises  do  not  always  enjoy 
the  management and administrative  authority  needed for 
successful  contract  implementation. In addition,  their 
contacts  with  their  opposite  numbers in Eastern m o p e  
are  sometimes  hindered  and  complicated  by  official  red 
tape 

reminiscent of .the.  Ilbarterff  principle.  Plestem.  companies 
may  have  pToblems  accepting  goods in payment  which  at 
times  have  little  connection  with  their own type of 
production and. which  they  cannot  market.. . .  

(iv) Finally, in  terms of future  developments,  private - , 

enterpriseB.are  hindered  by a lack  of  information  on 
the  requirements  of  the  East  European  coun2ries as -. 
defined in their  plans;  conversely,  state  planning 
officials  are not  always  aware of what  Western  enter- 
prises  have  to  offer.  East  European  representatives 
from  foreign  trade  ministries or. organizations 
participating in the-  joint  commissions  have  hardly 
any  direct  contacts  with  the  representatives of 
Western  firms . 

(iii)  Current  industrial  co-operation  usually  has  features 

III . PROPOSALS 
inclusion of "industrial  co-operationf1 on the  Agenda of a CSCE, 
The Vestem nations  could  agree  to  this  insofar as  it  involves 
joint  attempts  to find ways or" overcoming  the  obstacles  which 
such  co-operation has encountered  hitherto:. The outcome.of this 
discussion'item  depends  on an objective  review  both by the 
Eastern  and  Western  nations of,the'above mentioned  problems. In 
particular  this  would  involve  discussion  about  the  establishment 
of mixed  companies and investments in the  form of partnership 
for  the  creation  of  joint  production  plants in Eastern  countries. 

a number  of measwes which  the  East  European  countries  wo,uld 
undertake  to  introduce,  Discussion  of  these  points  would  cast 
some light on the  sincerity of the  East  European  countries in . I 

seeking a practical  solution. If this sinc.erit.y' were %o. pwve 
genuine, the conference could decide  to  press  on  with  the 
consideration of this  question.,in  the forum which it deemed  most 
suitable. 

7. The  East  European  countries  might  press  for  the 

8. Any  effort  made  by  the  West  should  be  compensated  by 

- .  . 

9.. The East  European  countries  could  undertake: - to  promote  the  freedom  of  action  and  initiative  of ._ 

Western  companies and allow much  greater  direct 
contact  between  Eas%  and  West  European  enterprises; 

" 

0perationvf"dated 17 march 1971, which reGlates the  modalities 
for  the  establishment of mixed  companies,  may  be an inaication 
of a change of attitude, 
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O '  

to improve  procedures for settiing  both  trade  disputes 
and financial  litigation, and property  rights; 
to  reduce  their  demands  concerning  the  delivery, by 
way of payment, of goods  which Weste.m companies do 
not  need; 

to -define  and apply standard  principles  .governing  the 
]maximm participation  rate of Western  enterprises in 
East European  firms;  Lo  provide  adequate  guarantees  for 
the legitwate interests of Western fnvestors(1); 
to agree to uniform rules  governing  debt  service and 
repayments  linked  to  industrial  co-operation  projects; 
to grant Western parhers in mixed  companies  adequate 
co-management  rights; 
to encourage  East  European pPmning officials and 
expecially entegrise managers to participate  more 
actively in the  proceedings of  the joint  commissions; 
to provide filler i n f o r m t i o n  on  the  economic  develop- 
ment plans of the East Wopean countries,  thus  enabling 
Western  enterprises to gain a more  accurate  idea of 
those sectors  which could prove of interest t o  themg 
-&O con%oct interested Western enterprises when drawing 
up plans for orders and sub-contracting  when  abroad, and 
on a basis of cornescial  considerations  to  give  them 
equal competitive  opportunities  with  all  other  countries 
including  those in Eastern Europe. 

10. 321 return,  on a selective  basis,  the  Western  couratries 
could  agree  to consider, under the auspices of the  Economic 
Commfssion for Ehrope  (Geneva), the possibility of: 

(a) creating an infomation centre  which would become a data 
bank  providing interested  compankes., both,from Western 
andl Eastern  Europe,  with infomation to  facilitate 
contacts with cornpaies seeking a gaktncr to carry  out 
joint  projects( 2 ) ; 

to make  unlimited  investments,  or  that  their  investments  can 
only be limited subject to the payment of adsquats  and 
transferable  indemnities (in case of actions  equivalent  to 
expropriation), This would include in .the  financial  field 
primarily a guaranty for the retransfer of acpital  after the'. 
contractually  agreed  termination of the  co-operation,  possibili- 
ties for profit  transfers, 
The Danish Authorities  have  some  doubts  about  the  usefulness of  
-this suggestion as they  feel  that  the  larger Western firms  might 
be reluctant to supply infomation-to such a centre f o r  re,asons 
of competition. 
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F 

(b) inproving f o r  l i t i g a t i o n  
relating f indus t r i a l  

. co-operat g .notably  for  a rb i t ra t ion   before  the Internat ional  Chamber of 
Commerce o r  before a t r i buna l   i n  a neut ra l   cowtry  (-11; 

(c) s e t t i n g  up 
would guar 
t r aded   ( t a  
firms who 
co-operation) e 

h .  
(1) Undeniably, t h e   i n i t i a l   b e n e f i c i a r i e s  of ' 

"industrial   co-operationn  are  the  countries o f  
Eastern Ikrope.  In  addition t o  the  considerable 
input which t h i s  co-operation  represents  in 
general f o r  the indus t r i a l  and economic develop- 
ment of  the  East  European countr ies ,   in ter-  
en terpr i se  contracts f a c i l i t e t e   a c c e s s  t o  
Western  technology and t o   t h e  management and 
marketing know-how of the   indus t r ia l i sed  
countries of Western  Europe; a t  the  same time, 
they  help t o  avoid   cer ta in :d isadvatages  of 
t r a d i t i o n a l  commercial p rac t ice ,  

( b i )  This form of co-operation  helps  to f i l l  the gap 
i n  the export  capab i l i t i e s  o f  East European 
countries which const i tues  a major  obstacle t o  
the  expansion of East-West t rade   in   genera l .  
filoreover, these  agreements  which are normally 
long-term, f a c i l i t a t e  plawaing for the  East 

j o i n t  agreement, the  supply of goods they want 
when they are needed. 

wide scale  could be of spec ia l   i n t e re s t  as 
supplementary  means'oT'deve8opfng o i l  reserves 
and other  natural   resources  (e.g.   copperp  nickel,  
wood, etc, p i n   S i b e r i a )  for expanding i t s  
exports t o  the West. 

,. . ELaropean countriks by guaranteeing,  under 8 

(iii) For %he  Sovi.et  Union,..such  arrangements on a 

The extent o f  these advantages i n  economic terms 
should  induce the  East  Ehropean countries t o  malce the  
concessions which would be e q e c t e d  of them. 

B* 
(i) Tne "industrial  co-operation" agpeements  enable 

large-scale   prof i table   t ransact ions t o  be carried 
through and they  create new o u t l e t s  l o r  "Jestern 
firms; in   addi t ion,   they have f requent ly   led t o  
s tab le   t rad ing   re la t ions  which have then  extended 
t o  other areas, 

('l ) See also Note on ltArbit,rration Woceduresf!  (Guideline I;&). 
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C. 

(ii)  Such  agreements  also help Western firms to 
penetrate East Ewopean markets  and  facilitate 
wderstmding o f  how the Cornmist systems 
operate,  Sometimes, they can show the Ezst 
European  countries  the  on-the-spot  advantages 
of diversifying  their supply sources of  highly 
sophisticated products, 

(iii) They  improve the medim-tern foreign  currency 
solvency of East Eusopean countries which can 
accordingly boost  the volune of their  other 
orders to the Weit, . .  

I 

(iv) By and largep industrial  co-operation  contracts 
promote %he inter"penstratfon of  applied 
technologies a d  nake  East  European  countries 
more faaafliar wfth Western  technological  know-how 
which PS usually more sophisticated, In this 
way, Western firms can exert, some  influence on 
the  economic developnent of the Easeern bloco 

(v) Western firms profit from these  contracts  by a 
division O% l abom which  $aciI%%a$es  %he 
production of goods f o r  which a comparative 
advantage exists in the Ease European  countries 
(e og, labour coa%s, local3.y available raw 
mater%ala, etc,), This division of labour may 
help the East European  countries  to  integrate 
more  effectively into the  Vest mopean contexte 

(vi) @Industr ia l  co-operation"  could  be one way of 
more effectively  safeguarding and diversifying 
the Westas supplies of raw materials (eoge o i l ,  
natural gasp minerals9  metals9 wood), 

Weste,m countries 

(1) The  division of labour created by the  implementa- 
.tion of "industrial  co-operation"  contracts  could 
have  drawbacks for Western countries wfth 
unemployment t o  contend  with, 

(ii) The size of hdustrial co-operation  contracts 
could  result in competition  among the Western 
countries  from  which  the  East European countries 
standl to gain most, -1n.this connection,  improved 
co-ordination among the western  nations  could 
prove valuable, Such co-ordination will be 
helped by the geographic  enlargement o f  =the EEC. 
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(iii) -Industrial  co-operation is m accomodation to 
state  trading  .countries'  need for stable trade 
.arrangements  and  assured markets.-at  the expense 
of freedom of choice of seller  and  buyer  which 
is central to  the  functioning of competitive 
markets in the West. 

> <  

(iv)  Vestern  companies  might  find  themselves 
hostages 3.n terms of commitment of capital and 
unfeasibility of withdrawal from such  joint 
ventures,  thus  resulting .in forced.agreements 
to unfwourcble conditions  imposed  by  the  East 
in order  to to r i s k  less  of  investment. 

IV. RECOHNENDATIONS 
3 

The  extension of industrial  co-operation is profitable 
for both  sides.  It  should be therefore  the  concern of the  Vest 
to g& the  other  side  to  agree on establishing rules making 

outlined  above  should.  be exmined in conjunction with the 
concessions  which  the  East  Buropean  countries  might  be 
persuaded to make in return. 

e this form of co-operation possible. The Western proposals 

v 0 TALKING POINTS 

(a) The East seem to a certain  extent  to be willing 
to discuss  the  possibili%ies of Western  capital 
investments in East European countries in the 
form of partner5hips. Although the Soviet,Union 
has  up to  the  present  not  agreed  to  this  forn of 
co-operation and prevented  other Eastern countries 
from  accepting it9 the  Western  side  should m a k e  
cautious  attempts  to  persuade  the East of the 
advantages of such a forn of co-operation  (solution 
of financing  problems,  intensive  exchange of know-how 
and  management,  experiences) ..:which could.-be implcrJent.ed 
in harmony  with  the  existing  legislation on property 
in the  State-controlled  economy of the  East  European 
countries m 

(b) It should  be  made clear that,  in  the  Western  economic 
systemp t h e  technology  and know-how in which  the 
East is particularly  interested can be  offered 
mainly by private firms and  that it is therefore 
necessary to make  these firms interested in 
co-operction.  The  negotiations on the  cornercial 
conditions of such  co-operation will have  to be 
left  to the western  enterprises  concerned. The 
principle of competition  should  clearly be applicable. 

M A T O  C O N F I D E . N T I A L  
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N A T O  C O N F I D E N T I A L  

The  East  haropean countries' reciprocal  trade 
preferences (cf. the  geographjc  attern of trade 
under the long-term CONECON. plan P seriously  affect 
the opportunities for  Western  firas  to dgvelop 
inter-enterprise agreements. 

The East European countries  should  be  persuaded  that 
there is a need to agree  to  discussions either within 
existing or projected multilateral frameworks. 

e 

B A T 0  C O N F I D E N T I A L  

-58- 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



N * . A T O  C O N F I D E N T I A L  
. .  . .  ". . , .  

-59- 
GUIDELINE II/2 (1) 

1. The  Soviet UnSon is  reported to have reserves of oil 
and  gas  .con'siderably in- excess of likely  domestic'  requirements in. .. 
the  foreseeable  Future. If; an effort  were  made  to  elcploit  some 
of. these  reserves, a 'significant  export  surplus  could  be  obtained, or, at  leas*,  the  present; .export  capacity  maintained. The sala .  of, 
extra  quantities .of oil  and  gas in We-stern  markets  would  provide 
a means of financing  ,imports .of technology  or  -consumer ,goods from. 
the,West or tropical and other  produce  from  the  dev.eloping 
- countries;or of increasing.  Soviet  economic  power in the,  world  at 
lqge.. . S. . .  

2. The  difficulty  is that the bulk of Soviet  oil and gas 
reserves  are in relatively  remote  regions;  exploration and 
transport would require md to  some  degree  the 
import of Western  techno 

have difficulty in allocating-.  the:  investment,  resources  sufficient 
to  provide  +he  gas ,-and ..oil essential. to Soviet  development, 
though this sector  of'.'the  econom-y:wlll  obviously  compete with, , . 

other  sectors for these  resources  of  men,  equipment, W,.  
transport ,  etc. . .  . 

4 .  Traditionally,  the  Soviet exports have  consisted,'.to 
a large  degree of raw materfals.and.'..this  situation  is  likely to 
continue, The market for Soviet manufactures,  at.1eas-t in Western 
countries, is limited,  whereas  the  outlets for mels such as 
petroleum  and  natural gas are likel9.to increase for some  time 
to  come. A.major -elcpansiomin Sovie3  trade  therefore is most 
likely  to  result..from  increased expods of these  products. 

. I.. . 
, , '  . . .  

. .  . .  

3 . .  There  is  no  evidence  thae  the  Soviet  planners  should 

5. The  Soviet  Union  has chosen, largely  for  political 
reasons,  to  be  the main .supplier of o i l  and gas as well. as other 
raw  materials to the 
ease the pressure on resources  these  countries 
have  been  induced  to  allocate  some of their own scarce  investment 
resources to oil  and gas lines and o.ther development  projects. 
The  long-term  agreements  whereby +,he..smaller countries  supply 
equipment and the  Soviet  Union  pay  later in raw  materials is a 
very effective  way of binding COMECW- economies  together. .. 

. .  (excluding  Romania) . To 

" ~ 

('l ) Revised  ED/EC/72/8  (Note NO. 2) in the.  light of comments 
~ - . .  

received  from:  the  United  States,  the  Netherlands,  the 
Federal  Republic of Germany and Demark. 

.N A"T O C. 0 . N  F I D.E N T I .A L 
. .  
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... . . 

6. The  Soviet  Union will not  have  the  same  political 
inducement to 1- it,s economy. t o  .that .of  .Wes.t.ern  countries 
though  there may be  some  advantage in negotiating  particular 
deals  with  small  countries, e.g. Finland, Austria.  Major 
agreements  with  larger  Western  countries  are  likely,  therefore,. 
to  have a strong  commercial flavour. 

7. As far as the  West is concerned,  there  is a short-medium. 
term  problem  linked to the  rapidly  changing  pattern  of  relations 
between  the oil producing EDCs and  the  traditional foreign 
concessionaires  exploring  for and exploiting,  their o i l  resourceso 
However,  behind  what  appears a rational  comm.ercia1  stand,  on 
which  hopefully  the West could negotiate,  lurks  in  several.Middle 
East and North  African  couhtries an emotional  antagonism  because 
of post-colonial  attitudes  or  because of suspected  tlestern 
partiality in the  current  Israeli/Arab  confrontation.  Therefore, 
there is some  justification for the  West  to t r y  to diversify  its 
sources  of  energy. . 

8. Furthermore,  in  the .a,s?ger. termp on  purely  economic 
grounds,  certain  Western  countries  and  Japan  might find it to 
their  advantage  to  procure  some oil and  gas  from  the USSR, On 
the  basis of  what is already knowr.of the  various  reements 
concluded  with  the  Soviet  Union,  the  latter, by 197 Ti , will be 
delivering 16 billion'cubic  metres  of  natural  as  to  Austria, 
the  Federal  Republic of Germany, F i n l m e m d  Italy. 
Sweden,  Denmark.  and Japan are  potential  buyers of Soviet  gas, 
This is the  case,  too,  with  the  United  States. In the 1980s 
this  country  will  need to import  large  quantities of natural gas, 
and the possibility of being  supplied  by  the  Soviet  Union  has 
already  been  raiised.  Soviet o i l  sales in 1970 to the  industrial 
non-Communist  countries  amourhed-to  abJout 41 million  tons, as 
against  zbout 48 million  tons  to  the  Communist  countries  and . .  

some 7.million tons  to  Yugoslavia and LDCs, For  the purpose of 
comparison OECD Europe  imported'from  outside  its own area 
634 million  tons of oil,  feedstocks,  components and petroleum 
products  in 1970. 

III. PROPOSAL 
. .  

The West  might  test  the  extent of the  apparent  Soviet 
willingness to become a large  oil and natural  gas  exporter  to 
Western  markets  and  the  extent of Soviet  interest in procuring 
from the  West  specialised  equipment  and  technology, 

A. Advantages f o r  the  West 

(1) hcreased imports'  of  Soviet  oil and gas would  provide 
the  USSR  with  the  foreign  exchange it needs  to  become 
a more  important  market  for WesteM goods. 

M A T O  C ' 0 N F I D E N . T I A L  
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11 

(iii) 
.. 4 

I =J 
\, 

Increased  imports  of  Soviet oil and gas  would  diminish 
excessive  Western  &ropean  dependence on the Middle 
East and North Africa for  these  products,.  There are 
obvious  advantages 3.n no't  relying  too  heavily on any 
one soume for  suck  vital  goods, men if the  new 
source w e r e  equally inclined to exploit the situation 
commercially or prepare  to  exer%  pressure  for 
politkcal  reasons,  there  would  still  be  more  security .: 
f i .  dealing with two. suppliers  whose  interests  diverge. 
somewhat, thax,wi%h a single  supplier, 

By 1980 the  Soviet  Union  will in any case  be a large 
supplies of natural gas to some European  countries, 
arid it would  be in the  Western  interest if closer 
relations as to  production and transport  could  be 
arranged, If many West  Jibropean  countries  were 
supplied through the same pipeline  there  would be less 
'danger of unilateral  interruption of supply  for 
political.  reasons. 

From a political  point of view, it is  impossible  to 
state .with any certainty  that an extension of Western 
resource commitments to  the USSWo'il and gas industry 
would be m y  less hazasdoirs than elepanded  investments 
in the Middle East, 

It is not  possible  to give a precise  figure ofthe 
outlays which would be  required  from  the  West -to develop 
Soviet gas and oil resources.  But,  bearing in mind that 
these are Poca%ed in diffictab-b terrain and at 
considerable  distances from the consuming  centres, 
hundreds of millions of dollars(1)  could be locked up 
for  several  years in the development of Soviet 
.resourcesb  Western  oil companies might find .it 
dixfim.3.t to  provide large W d s  f o r  the ewloitation 
of Soviet  resources in addition t o  .&he $500 billion 
envisaged  for  investment in the  non-Communist  world 
over tho.ne* ten years. It is particularly i m p o r t a t  
that  funds earmarked for development in the  non- 
Cbmwist world outside the OPEC areas which  are %fen 
for MATO countries Should not  be  diverted, 

The problem  of  developing  Soviet  resources  would  be 
undertaken by firns rather %han governments. A 

commercial advantage to a partiCulap. firm and the 
total  effect  on  the  Western  positiani One aspect  of 
this  might be the  encouragement  given  to  barter as a 
method of international  trade. 

--distinction mi&% -have to. be  .drawn between the. 

~- . 

(1) USSR annual investment- in the o i l  and gas industries 
~ . 

mounts to  over 3 milliard rubles, 
E N T I A L  
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N A T O   C O N F I D E N T I A L  
. .  . . .  

v Vo urne Two 
-62- 

The  degree of dependence  on  the  Soviet  Union  which  might 
result  from this development would'clearly be a matter 
of political  concern,  irrespective of the  commercial 
advantages o r  disadvantages. 

Judging  by  present  trends  there is little 
prospect of undue  dependence for West  European 
countries as a whole.  Should  Soviet  exports o f  
o i l  for  instance  rise  to 75 million $tons by 1975- 
I980 this  would  still  represent  only  about 6% o f  
likely  imports  by OECD Europe,  though  it  should 
be  remembered  that  the  dependence of particular 
countries  might be considerably  greater. 

If on the  other  hAnd  there was h big expansion of  
Soviet  oil  capacity  on  the  basis 'of Western 
co-operation,  this  overall  dependence  could  well 
double. It would be for  the  political  experts  to 
judge  whether  such a development is desirable(?), 

As regards nakral gas,  Western  Europe,  which  has 
substantic1  reserves,  would not depend  unduly on 
any outside  supplier.  For  certain  regions, 
however,  which  would in  fact  be  dependent  on 
Soviet  gas,  the  problem of  substitution in case of 
need would have to be  considered(2). 

IV, TALKING POINTS 

If the  proposal  were  adopted  it  would  be  useful  to 

(a) the USSR could  be  asked t o  give  more  infornation  about 

consider the following poiqts: 

the  state o f  the reserves  likely =to be  exploited and 
about  its  plans; 

(b) if Western  participation  were  to be invited,  Western 
experts  should  have  proper  opportunity of examining 
the  terrain  and  discussing  with  Soviet  counterparts 
the  various  technical  problems  involved; 

(c) the  desirability of applying  to  these  transactions  the 
nornal  cormercial  practices of world  trade  should  be 
stressed,  i,e,  reducing  the  barter  element,  increasing 
-the role o f  convertible  currency. 

(l) It has  been  suggested by one  member  country  that  for  security 
reasons NATO countries as a whole  should  not  import  from 
Eastern  countries  more than 10% o f  their  oil and natural  gas 
consumption. 

(2) See AC/127-D/395 .. . 

l 

N A T O  C O N F I D E , N T I A L  
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GUIDELINE II/3i 1 
I. EXCHANGE OF EUCTRIC POWER WITH EAST EUBrDmAN COUBITRIES 

II. PROBLEM 

1. There seems t o  b e   r e l a t i v e l y   l i t t l e  scope f o r  any 
i m p o r t a t  exchange of e l e c t r i c  power between Eastern and 
Western  Europe. 

2. The Soviet 'Union i s  a very  great  potential  producer 
o f  e l ec t r i c i ty ,   bu t   t he  main untapped  sources a r e  i n  Siber ia  
and t r a n s p o r t  o f  e lec t r ic i ty   over   long   d i s tances  i s  s t i l l  a 
very  expensive  natter.' 

3.  .!Che Soviet   Authori t ies 'are  a t  present  concerned 
with the problem of t ransmit t ing  e lectr ic   energy f r o m  Siber ia  
t o  Centrd  Russia,  They are  faced with the task of  bui lding 
t ransmission  l ines  of over 2,008-2,500 KW a t  unknotvn cost. 
On present shot.si g it would therefore  appear that Soviet 
i n t e r e s t   i n  East 3 West co-operation i n  this f i e l d   r e f l e c t s  
more t h e i r  need f o r  Western  technology and equipment r a the r  
than  their   capaci ty  ' t o  supply substant ia l  amounts of e l e c t r i c  
power. 

O 

4. h f a r  as East European countries are concerned, 
they could do with more e l e c t r i c  power. It i s  quite 
conceivable that  in uortain circumstances  they m i g h t  be 
prepared t o  impor t  e l e c t r i o i t y  -both. f rom .the  Soviet and the 
Western g r i d s .  Apart f r o m  th i s ,  however, there  i s  no reason 
why l o c a l  exchanges,  taking  advantage o f  different  t ime zones 
and a v a i l a b i l i t y ,  o f  surplus power i n  geographically  contiguous 
regions,  should not  t ake  place on a la rger   sca le  between 
Eastern Europe= countries and the  Western areas  on t h e i r  . . 

borders e 5. Internat ional   l inking o f  t he   e l ec t r i c  power g r i d s  of 
European countries  have b u i l t  .up s ince 1955.' . Bxchanges of 
e l e c t r i c  power across   na t iona l   f ron t ie rs  have  been  growing a t  
a f a s t e r   r a t e   t h a n  g r o s s  oonsunption, A l a rge  number of  
European countr ies ,  b o t h  East and West', have  concluded oontracts 
for long o r  short-term  exchanges o f  power o r  f o r  emergency 
supplies. Phese  developments  have l ed  t o  the  formation o f  three 
la rgep   separa te  networks: one i n  Western  Europes one i n  
Scandinavia m d  one i n  Eastern Europe. I n   t h e   l a t t e r  a central  
despatch  office was s e t  up i n  Prague t o  f a c i l i t a t e  the connco- 
t ions  between ' lhlgar ia ,  OzechoslovaJcia,  the GDR, Hungary, Poland ,  
Rumania and the  USSR. Some Western countries  already have 

N A T O ,  ( J O N P I D E N T I A L  
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N A T O  C O N P I D E N T . I A L  

6 .  Betmeen Eastern and Wes.tern Europe  exchanges of 
e l e c t r i c  power9 which are  s t i l l  a t  a low l e v e l ,  have grown 
since 1967 f a s t e r   t h a n   t h e i r  t o t a l  trade,  However,.so far ,  
the exchanges have been  limited t o  occasional+ and. emergency 
suppl ies  which, on a net  basis, have  flowed f r o m  Eastern t o  
Western  Europe, 

7. The concept of m al14hxropean g r i d  involves among 
other  things  the  solution of the problem of  economic transmission 
of power over very long  distcznccs. The const,ruction o f  large- 
scale  nuclear p lan ts  m i & %  possibly  increase  the economic 
advantages of l inking  Eastern and Western e l e c t r i c i t y  grids.' 

f r o m  the  East t o  the West i s  c1 favouri.te theme, and the 
Russians  have  proposed two specif ic   projects  b o t h  s t a r t i n g  
i n  White Russia; one supplying power v i a  Poland and the GDR 
t o  Northern Germmy, including West Berl in ,   the   other  
designed t o  supply Germmy, fi,ul@e and Swi.tzcrland. The 
problem i s  that the new hi&-tension  l ines  over long distances 
would requi,re  heavy  investment m d  might not prove  very 
economic. 

8 ,  In the E C E  the i d e a  of  future  supply of e l e c t r i c i t y  

III. PROPOSAL 

That the  West should not take any i n i t i a t i v e   i n  this 
respect   but  should be  prepared t o  consider any proposal  the 
o ther   s ide  m i g h t  wish t o  m&e in   the   contex t  o f  a CSCE. 

(a)  

(i) 5 e r c  might be greater  opportunities f o r  

(ii) Por  Western countries  bordering on Eastern 

s e l l i n g   e l e c t r i c a l  equipment II 

Europc there  m i g h t .  be some advantages i n  
l imited exchLanges o f  power, 

The o n l y  disadvmtzge would be  the   theore t ica l  
dependence on Eastern  supplies,  but as these 
would be qu i t e   l imi t ed   i n  the foreseeable 
fu ture ,   the   ques t ion  does no t   r ea l ly   a r i s e .  

IV RECOIVIIfEND&'pION 
. . .  

That the proposa l  in 111 b c  accepted, 

O 

i. 

N A T O  . C O N P I D E N T I A L  
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B A  T O -  C O IT P 1 D E.N T I A L 

(a) Should the  USSR cad the Ees t e rn   European   coun t r i e s  
raise the q u e s t i o n  they should be asked t o  present 
t h e i r  ideas  suppor t ed  by t e c h n i c a l  data. 

( b )  The West shot0.d emphasise that s o l i d  economic 
c o n s i d e r a t i o n s   s h o u l d  be the basis f o r  any 
developments i n  this field. 
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O 

II. PROBLEM 
P 

1. The  Soviet  Government  has  intimated  that a CSCE coud 
contribute to resolving  "the  question of pre-conditions  for 
seeking solutions  to  problems.  such as , . . the  organization  of 
inter-continental  Lransport"(2) In this conjxxk,  the  following 
aspects could  be  examfned: ., 

- the  administkative  and  statutory  limitations,  currently 
in force  in.  the  trimsport  field,  which  hinder East/. 
West  trade; 

- standardisation of technical and safety  regulations; 

- standasdiqation of equipment. . .  (including  containers) ; 

. .  

establishm,ent of li&s.between  existing  transport 
netmrks (rail, road, waterway,  sea and air); 1 .. 

"'- development, of transport  infrastructure,  mainly in the 
.' Soviet Union. . .  

2 ,  The examination of  East/bSest land -kransport  problems 
has been  entrusted to ' the ECEO S 'Tommittee on  Inland .Transport''. 
(Geneva). This Committee  has  made  considerable  progress  during 
the  last few years in its endeavours t o  remove t h e  obstacle$ 
hindering  transport  development,  This is shown by the - 
increasing  number of East/West.  technical  agreements, Useml 
comoperation  concerning  sea  and a i r  transport is tzking place.in 
IMCO and ICA0 especially as regards  questions of security, In . . 

other  respects  the  scope for global  treatment of. these forms.,of 
transport is limited, C o m c i a l  shipping  is no doubt  best 
semed by  the  free  'choice of transport, and air  transport is 
likely to be developed by means of bilateral  agreements. 

evolutionary  dynamism of East/West  trade is suffering  because of 
t ranspor t  difficulties,  Most .forms of  transport are already 
dealt  with  by  international  organizations e No doubtAmprovements 
could  be  envisaged and it would be desîrable i f  countries  like 
Sweden, Austria  and  Switzerlahd  were  also  associated  with 
Western proposals at an early stage, 

3* Ünder  pres'ent  circumstances  it  seems  unlikely  that  the. ' 

N A T O  C O N F I D E N T I A L  
I .  . . .  
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4 ,  Several  East Erarogean,c,oUlgl$ries have  already..acceded t o  
the In temat iona l  Conventions on the Trmspoacrt o f  Goods and 
Passengers (CIM and CW), By contrast   the  Soviet  Union has not 
yet  signed  these  Conventions although it i s  show-g greater  
i n t e re s t ;  f o r  example, it has sent  observers t o  internat ional  
conferences  concerned with a possible  revision o f  the  Conventions, 

Agreements i n  principle have  been  concluded i n  a,numbes 
o f  technical  areas between the International Union of Railways 
(grouping Western railway  systems) and the  Organization f o r  the 
Collaboration of  Railways (which includes  the  cotantries of 
Eastern Europe and the  Soviet  Union), Sone projects  w i l l  be 
implemented before  the end of this decade,  including: 

a unified system of automatic  coupling f o r  in temat iona l  
gooas wagons; 

standardised braking  systemsB  automation,  etc, 

60 h separate problem is raised by t h e . p o s s i b i l i t i e s  of 
Western participa%isn  in  developbg  the  Soviet  Unionfs 
infrastm~bre ( g o g o  Kosygings proposal for the  building of a 
second Trans-Sll5e~ba-1 railway; s-cxmdardfsation o f  container 
trm8por-k l inking Siberia with Western h r o p e ;  Western 
participation in t he  manufacture of containers and the  production 
of handling  equipment)  wuch is not currently under examinalion 
by existing international  bodies, 

76 Vzr%ous Eastfiest bilaiteml  agreements have  been signed, 
regulat ing  f re ight   t ransport  by soad which s t i l l  operates, 
however, on a quota basis, The UsSW has signed agreements on 
a t e r n a t i o n a l  Road Transport, coverjag  freight and passenger 
t r a s p o r t ,  with Demark, Austria mi% Sweden. 

N A T O   C O N F I D E N T I A L  
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gb Currently, a large  number  of partial  and/or  bilateral 
agreements  are  being  concluded on such  subjects as road safety, 
highway  codes  road signs, arb regulation of technical 
requirements  fe,g:  vehicle  weight and size),  But the  lack of 
standardisation  reduees..the  effectiveness of any  solutions 
adopted, 

40, As regards infrastmctwe, transport  could  certainly 
be  facilitated by improved  road  and  motorway  network links 
between  the two parts OS Europe, ’ This presupposes m East/west 
exchange of infomatSon on nnatua3,.development planning, 

(c) 
. .  

, .  . .  

. ... 
l’Io m e  establishment of links between  the  large  European 

. .  

river networks9 particulai-lp the  Rhine mdl Daube, deserves 
study, The East European cowtries are  very  interested in 
inland  water  navigation  md..such  link-ups could facilitate  the 
tlransport of heavy freight  between  cestain countries in Europe 
and Asia, However, the problems  involved  here  are so complex 
that any solutions could have  only a very remote  effect on the 
volume of trade, 

O 

’12, Some  Western  countries (e,g, France and $he  Netherlands) 
have sfmed navigation  treaties  with East European  countries, 
al.t\aaough.:this practice is far  from general, E’urthermore, the 
East  European  countries,  especially  the  Soviet  Union,  have shown 
a growing  interest in those  international  organizations and 
conferences  dealing  with  sea  transport  matters such as freight. 
PseviousPy the Soviet  Union  opposed the system of shipping line 
ConjFem%x?s using, as a% t h e  UNCTAD Comissionz on Maritime 
Transport,  the  argument  that  it’ was a device  to  exploit 
developing  countries,  However,  with the rapid development of its 
o m  memhant fleet,  the USSR 9.s apparently becoming more  aware 
of the problems of profitability, For example, at the  beginning 
of 1974, it joined the Baltic  International  Maritime  Organization, O 

13- m e  acceptance of the IMCO Convention (q965) on 
Facilitation of Intemational Maritime Tmffic by  the USSR, 
Polarad and  Czechoslovakia  represents a useful  step  forward. It 
has .not yet  been  accepted by Romania and Bulgariao 

14* The USSR did n o t  become a fU.1 member m%il 1970 of the 
Inkernational Civil .Aviation  Organization,  on wuch the  other 
Ea8.t Ehropean countries .except  %he. GDR were  already  represented, 
Cer ta in  Easi; E ~ ~ o p t l s n  countries - Bulgaria, P o l G d  and 
@zeclaosPov&ia - have  subscribed  to  the  International Air Services 
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Trasit Agreement of 7th December, I g44 ,  h view of the 
impoytmce of ais tra9lspor-b in the  Soviet  Union and the  other East 
European  countriesp it is likely that,  in  the  future,  these 
countries will show a greater  desire  to  participate in the work 
of the  various  competent  international  bodies,  However,  %heir 
co-operation  in  European  bodies  (including  the  European Civil 
Aviation  conference) has run into  serious  difficulties  because 
of the  incompatibilities OP the 4x0 economic  ,cystems  involved, 

35. Neverthelessp  consideration  could be given .to a nunbe? 
of purely  technical and/or administrative  problems  which are 
at present  bedevilling air transport ( e , g ,  passenger  safety 
standards,  reciprocal  recognition of  certificates. of 
airworthiness, etc, ) m NO Eastem com%ry has as yet  subscribed t o  
the ICA0 1960 agreement  relating t o  certificates of airworthiness 
for imported  aircraft 

16, The  feasibility of linking up East/West oil md.gas 
pipeline  networks  could only be examined  on  the  assumption .that 
Western coraratries  become  involved on a large scaledn the 
development of the Soviet UnionSs oil m d  natural gas  resources, 
Moreover,  the  evolution of the USSRPs domestic network does not 
have any bearing  on  intra-  ropean  transport co-ordination, but 
is one aspect of the  development of East/West trade, 

17. The  linking up  of electricity  networks is also a matter 
to  be  dealt within the framework of general  economic  co-operation, 

III m PROPOSALS 

18, Before  agreeing to give further consideration  to 
anbitious,  1ong"eerm  projects to Ilia tap existing  transport 
networks wMch would  first  require  more  detailed  information from 
the  East  EParopean  countries,  the  Western  nations could propose 
that  priority  be  given to Q review of ways of  removing  the  present 
obstacles, for which  the East Ebropean countries  are  essentially 
responsible, t o  t h e  development o f '  passenger( 'l 1 and 'freight 
transport e 

l 9 & .  East  fisopecm  countries  could  therefore  be  invited  to 
state  their  intentions  with  regard to the  adoption of measures: 

(i) to  accede, if they  have  not already done so, to  the 
various  international  conventions  governing ro3dp;rail 
sea and air ta-ansport; 

1s measure  does  not  consider  the  wider  political  aspects of 
the  freer  movement of individuals, . .  

U 
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(ii) to modify  their  administrative  practices  which  at 
present  hinder  the  development of transport: 
increased  road  freight  transport  qyotas,  freedom of 

' transit, return journey loading,  regulations 
governing  privately.operated transport ,  procedures 
for granting authosisatltons,  creation of regular  bus 
services linking the  various Wopean capitals; 

(iii) to ..standardise  the  administrative  and  technical 
. _  

regulations  governing: 

(a) mad safety (signals p highway  code,  vehicle 
weight,  size  and techical requirements); 

(b) railway safety (braking system,  automation 
signals, length and safety  of goods trains5 ; 

(c) ais traffic  safety  (certificates of airworthiness). 

A6 

(.i) Freedom of movemen% for goods and persons is generally 
considered as one of the  conditions for the 
normalisation sf Eastnest relations, Progress in this 
direction is beneficial to the  extent  that it promotes 
the  development of trade and tourism. 

(Li) . For obvious  geographic  seasons,  the East European 
border  countries will be  the  first  to  benefit,  and 
this couPd  facilitate  their  relations with the WesL. 

Bai 

None in economic  terns. 

O IV, RECOIWENDATIONS 

The proposals set out in paragraph l 9  could  be 
submitted to a CSCE either on the initiative of the  Western 
nations, or in response to a proposal from  the  East  European 
countries  on  longer-tern  projects, 

v, TALKING POINTS 

(a) If sufficiently  practical proposals were  made  by  the 
East  European  countries  on  these  various  issues, a 
more  detailed  examination of these technical  questions 
could, depending on the  case,  be  entrusted to: 

- the  Committee on Inland Trensport of the ECE 
(Geneva) 

N A T O  C O M ' F . I D E N T I A 5  
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GUIDELINE 11/5 

(See Dossier on  Cultural   Relations;  Volume 
1, One, Par t  One y Chapter 5 y paragraphs 21 7-222) 

L A T O  C O N j ’ I D E N T l A L  

-72- 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



N A T O  C O N F I D E N T I A L  

I, IMPROVED PROTECTION IN EUROPW COMMUNIST  COUNTRIES OF 

II. PROBLEM 

l. The  major  international  agreement  establishing  basic 
rules on industrial  property  rights protection (patents  and 
trademarks) is the  'International  Convention  for  the  protection of 
hdustrial Properby  ('tParis  Union"),  signed in 1883 and  last 
revised at Stockholm in 1967. 

2, The USSR ratified the Paris  Convention  on 1st July,, 
1965, With  the  exception of Albania, all  East  European  countries 
had adhered  well  before that.date and  maintained  their 
membership  after  the  change of rbgirne  following  the  second l?orld 
l 'Jar.  GDR  membership  claim is disputed by many  member  countries 
and it  has  never  attended a substmtive or administrative  meeting 
of the  Paris  Union, The Ifarsaw Pact  may mise this  fact .CS an 
indication of "discriminate-ry practices"  by  the West, . 

3 e  Eastern  countries  limit  patent  protection  to  periods 
of 15 to 20 yearsp similar  to  the  practices of Western 
industrialised  cotantries,  Trademarks  are  registered for an 
initial  ten-year  period,  .renewable f o r  like  periods.  Within  all 
the  Coqnunist  nations  the  sphere of industrial  property is 
centrally scPministeredo The .agency entrusted w i t h  this 
administration is not  only a centre of authentificction  and 
legislation  but  also  evzluates  inventions  and  selects  those  ïmst 
appropriate  for  development; It works  in  close  co-operation  with 
the  national  planners, 

4 ,  g~KZI~~-ho~*s is not  the  subject of any separate  Systen Of 
international  protection and is not  covered by the  Paris 
Convention, In the  East,  however, it receives  broad  recornition, 
both  nationcl and regional, - 

Owe major difference  between  the  Western and Eastern 
approaches t o  protection should be  underlined.  The  West  accords 
an ex.cBusive monopoly of ownership  and  control  to  the  patent 
holder, In the  East, in practice  the  right  of the holder is not 

( 4 )  , Revised ED/EC/72/11 (Note No. 4 )  in the  light of  cornlents 
reCef-%red from the  United  States.  According  to  inform2tiOn 
available to t&e United S.$ates there  hzve'been no slgnfffcmt 
problems with the protection. of, hdesterm patents md 
tradenarks  since  the  Soviets  adhered  to  the  Paris  Union in 
1965. Therefore,  the  United  States  Authorities would prefer 
t o  have  this  issue  dropped  unless  the  experience of other 
MATO cotarmtries is different  from  their own,, 
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III, PROPOSN, 

The USSR and the  Eastern Eearopean countries  should be urged 
t o  continue  strengthening their patent and trademark  proceduses 
relative t o  protect ion  of . foreign rights, Albania might aaso be 
ssked to achese to "m Paris Union, 

(a) In the l a s t   r e s o r t  bet ter  protection o f  V2-m r igh t s  of 
Vestem firms md individuals would probably result Ln 
a greater  f l o w  o f  exchanges of infomation a t  the 
techmaical and sc i en t i f i c  levels, 

(b) Westem fims mie individuals will be confident of 
being  paid the royalties 'and fees due t o  them. 
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B, 

None * 

IV, RECOMMENDATION 

That the proposal iln III above be adopted, 

V, TNXIMG POINTS 

(a )  FOP CQIIIITUI~S~ countries Western inventors should not 
be assimilated t o  . ‘ l2”r- .ComunisL counterparks who 
more often than not receive from %heis inventions 
l imited  material   benefits   but  plenty of honorific 
rewards 

(b) Eastern latd as regards  patents,  trademarks and trade 
names should be amended t o  allow payments i n  
convertible currencies, t o  improve the  protection of  
indus t r ia l   secre t s  and t o  provide fo r  proper 
compensation should the Sta te  i n s i s t  on taking over 
specif ic   industr ia l   property rights, 

(c)  Western holders o f  i ndus t r i a l  property r igh t s  should 
be jbkowed to check physically whether the licensing 
contracts are being observed by the Communist firms, 

c 

M A T O  C O N F I D E N T I A L  
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N A T O  C O N . P I D E N T 1 - A L  
.. . ._ .. 

I. 

II. THE PROBLEM 

1 If the  current proposals  f o r  possible East-West 
industrial  co-operation were t o  be put into  effect ,  even p a r t i a l l y ,  
the  finance which would have"to be raised would grea t ly   ou ts t r ip  
the  already high l eve l  of ,export credits  granted by Western 
countries -te . the'Eastern  cowrtr5es.  since 1958. 

2. '...I *The 1 development sf t rade  -at a f a s t e r   r a t e   t h a n   i n   t h e  
p a s t  , and with a greater  number o f ,  business  partners, and the  
introduction o f  forms o f  co-operation which until now have.  been 
relat ively unknown in  East-West re la t ions  ( joint  firms, Western. 
stake in  Eastern compahies, par t ic ipat ion in  the  development of  
whole ,amgs, ,_pd,  ..i,n. major public w o ~ k s  ventures), sire factors  which 
wili' doubtless  encourage  the  Eastern  countries t o  seek t o  

'introduce gre-qter -  f l e x i b i l i t y   i n   t h e i r  monetary and f inancial  
asslings with the  industr ia l ised Western countries by expanding 
them . .  beyond . . . . . - the  . .. .. . . . b i l a t e ra l  stage. . , ~ , .  

O 

3. In t h e  monetary sphere,  the  non-convertibility o f  
Eastern  currencies  greatly  reduces  'the scope f o r  a 
multil:ateralisa%ion o f  pa$men%;- Uncertainty  over  the  red. 
exchange r a t e s  and the   fac t  that the  countries. in  question  are 
not members .of-  . - H u -  IMF are .  a l s o  serious obstacles( 2.') 

-4. To overcome these   d i f f icu l t ies ,  and t o  avoid  reccurse 
t o  clearing  accounts, the  Westem ,countries have generally 
agreed t o  use a convertible Western currency ( d o l l s s ,  s t e r l i n g  
o r  t h e i r  o m  currency), in d.ealings with' their   Eastern  trading 
partners This pract ice  has its advantages f o r  the  Eastern 
countries. ' It broadens  the  range of their  exchanges with the  
West s ince  the svrplus'es deriving from t h e i r   t r a d e  with a Western 
country can  be f ree ly  used elsewhere. I n  t h i s  connection, it i s  
worth pointing  cut that the  Soviet Union, although indebted t c  
the  United Kingdom, devotes a large part of its surplus  trade 
balance with that country t o  pkchases   in   other   countr ies   general ly  
in   t he   s t e r l i ng  area. I n   t h e   1 9 6 0 ~ ~  and espec ia l ly   in  1969, 
cer ta in  Eastern countries  held on t o  large momts of  German 
currency with an eye t o  a revaluation o f .  t he  Deutschmark. In 
this w a y  they were subsequently  better  able t o  be= the  increase 
in  the  cost of  c r e d i t s   g r a t e d  in that cUrrency. 

(1)  Revised ED/EC/'72/26 (Note No. 10) i n  the  l igh t  o f  comments 

( 2 )  The value of the  paper  rouble in Western banks is  wel'l 
' below t h e   o f f i c i e l  Noscow ra t e .   In   Mach  1972, i n  

received f rom the  United Kingdom and the United States. 

Brusselso a l i t t l e  over 4 roubles could  be  obtained " f o r  
1 US Dollare 
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M A T . 0  @ O N F I D E M T I . ~ ' L L  .. 

5. Soviet gold sales were an inpor t an t  aspect o f  East-West 
monetary r e l a t ions  until 1565.' They played a m a j o r  p a r t  i n  t h e  
increase i n  o f f i c i a l  gold  reserves  in  the West, as will be seen 
from the  fol lowing  table 'based  on 's ta t igt ics  issued by the"Bank 
f o r  International  Sett lements.   After 1965, s d e s  o f  gold petered 
out,  except i n  1967 when, according t o  the  ICiP, t h e  Eastern ' ' 

countries sold $95 million worth o f  g o l d .  (It is possible  that  
t h i s  sczle was pushed through by Rumania rz ther   than by Russia). 

Increase  in gold  reserves 
o f  Western Cen-brd B m k s  

Increase i n  gold reserves 
cf Western Central B&s 

6 .  While it is  likeby that af ter  7965 %he  Russians found it 
necessLtry t o q o r a r i l y  Lo  discontinue o f f i - c i d  s d e s  because  stocks 
were ClwinUiag, t h o  f ac t  that t h e  break hcs l a s t e d  such a long 
time i s  best  explained by the   ava i l ab i l i t y  o f  Western credi t  and 
the   des i re  of the  Sovie ts  t o  accumulate  interncttiona-l  financial. 
reserves as a cushion  against  unforeseen payment d e f i c i t s  brcught 

by poor harvests OF other causes(-l) 

7 .  A f a i r l y  cgmplex pat tern of  East-Viest f inancial  
re la t ions  a l ready exists, although it is  the   Eas te rn   cowtr ies  
which .have taken advmtcge o f  t h e  f ree   en te rpr i se  system t o  se t  
JP in  the  West, while 2.t t h e  same time w i t h h o l d i n g  similar 
f a c i l i t i e s  on t h e i r  t e r r i t o r y  from Western f inanc ia l   ins t i tu t ions .  
1% is d i f f i c u l t  t o  m&e an accuraP,e a p p r a i s d  of East-West 
f inm.c id-   re la t ions  and their impact on the  economies of the  
C"ILmunist countries because these  countries pub1is.h. no d e t a i l s  
@f t h e i r  Balance o f  payments posi t ion o r  their   foreign  debts  o r  
nsse$;s O 

(l) I n  1971 these  reserves.were put  a t  $2 m i l l i a r d ,   L e ,  5% of 
the bullion reserves  of IMF member countries 

W, 

O 

e 

' l  
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O 

. .  

'C 

8..  In add i t ion   t o  t he i r  Central Banks, which are natural ly  
qualified t o  handle f inancial   t ransact ions with foreign  countries,  
all the  East ESmopem countries have a foreign trade bank 
responsible  .for  the opening  of  clearing  accounts i n  ccnnection 
with the   t rade  and payments'agreements which these countries  enter 
into with the i r   t rad ing   par tners ,  mainly within t h e  COMECON. and 
the  Third World. These barks a l s o  perfcrm the functions o f  
Western merchant banks. Thcy a re  authorised t c  open convertible 
fareign  currency  accounts  for  foreign firms and nat ional  
onterprises., t o  open and adminis ter   f ixed  deposi t   ~ccounts ,   tc  
b i l l  debtors on behalf of customersp t o  issue l e t t e r s  c f   c red i t ,  
. t o  .buy a d  s e l l  foreign  currency and t o  extend b d i n g  
guarantees..  Furthemorel the  Ea& European foreign  t rade banks 
undertake the financing o f  complex bar ter  and switch-trading'. 
transactions.   Lastly,  in ccwkdn cases $hogr ' m y  &G% 2s ga-hdzweens 
f e r  importers snd exporters. 

9. It is mainly the  Soviet Union which has developed i ts  
banking a c t i v i t i e s  abroad, i n  some cases by taking over from 
existing  establishments. This was the  caseo f o r  instance, with 
the  MOSCOVJ Nwodray Bank Ltd.  and the  Banque Commerciale pour 
l'Europe du Nord.  The first of these,  established ina London is 
very  active ia ra is ing  f inance f o r  East-West trade, i n   p a r t i c u l a r  
thrcugh  the gsmting o f  shorb"em %rade crodit  ancl t h e  
discounting o f  bills. It a l s o  played illa active p& i n  the 
Soviet. golct sa les .  The second of the banks referred t o  above 
appears, to.  be conc'entrating more and more  on foreign exchange 
t ransact ions and operaticns on t h e  money market-  It a l s o  helps 
t c  finance East-West t rade,  bu% on a m ~ r e  modes% s c d e  % h a  
t he  Narodny Bank.  

' 10. In  a d d i t i o n   t o  these t w ~  n c j o r  banka, tho  RUSSiaa?S 
have a bmking 5cuse i n  Zurich and have just opened mother  i n  
Frankfurt. Several years ago, the  Loni?on Nwodny Bank cpened 
a branch i n  Beirut. Moreover, the  Soviet  Union engages i n  
financial  cc$kvities.  thrcugh its insusance companies abroad. 
These a r e  the Black Sea and Balt ic  Irasmance Compmy in London, 
the  Schwarzmeer Ostsee  Traslsporvessicherungs A.Ge and t he  
G a r a n t  Yersicherungs A.G,  The l a t t e s   s p e c i a l i z e s  i n  c red i t  
insurance f o r .  experts LC Eastern countrieso 

11 For t h e  purpose of inproving  trade and econonic 
co-opemtion  between Rumania and France, the  Runanians, in 
association with a French f inancial  group, opened a bank i n  
Paris  cn  16th  Februwy, 1972 D The ,Czechoslovak %reign Trade 
Bank has a branch in  London. Lastly, a number  of East Ewrcgeaa 
cmntr ies   reminecl  members cf t h e  B& f o r  Internat ional  
Settlements stfter t he  Second World W a r ,  but  they  play no g& 
i n  its m t i v i t i e s .  
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12. The BIS aranual reports reve'd th2 t9  since its creation, 

the Eurodo l l a r  market has been used by t h e  Eastern  ccuntries 
(including  the Soviet Union) 1;2 place  currency and, above dlp 
t o  acquire  comparatively large amounts o f  c l o l l a r s .  Thus, a t .  
t he  enci o f  1967, the   pns i t ion  vis-"avis E c s t e r n  Ewrope of the  

' European banks which coimunicate data t o  t he  BIS( l )  was as 
follcws: l i a b i l i t i e s  $470 ni l l ion ,   asse ts  $770 million, 
io e e a ne t   c r ed i t   fo r   t he   pcup  o f  "eightvf ( 1) o f  $300 million. 
A t  t h e  end of 1968, the  "eightgP had a credit  balance of $290 
million. In 1969 the  dollar position was v i r t u a l l y  balanced 
($30,000,000 i n  f a V G U r  of t he  East), but t h e   l 2 t t e r  had a debit 
equivalent t o  $160 mill ion in ajhwocurrencies, 
Eastern  countries agaLa had a deb.%% ~ ~ S L W B  cm 
market ($430 million), but they had a credit balance equivalent 
to $l20 xn.illion h mOGwFencfeS. 

13. Although fu l l  d e t a i l s  o f  the   t rmsnct ions  alluc?ed t o  
above a r e  not availabbc:, it will be recdleci  tk t  Hungarian loans 
on the  Eurodollar market reached $145 million between 1968 and 
1971 and that Rumania ra ised $13 millime One o f  the  two COMECON 
bcuhks, the  Internationpl Bank f o r  Economic Co-spcration i s  
cusrrerbly negotiating  sizeEble loans .  It has recent ly  been p a n t e d  
a meCiwn-tem credi t  o f  $20 million by a cmsortium o f  Western 
Banks. The C r e d i t  Lycnnais has a l s o  apparently  raised a 
$60 million l o r n  f o r  the  CONIEON. 

14. The Internation& B& f o r  Economic Co-operation, with ' 

a capi ta l  of 300 million  r%rmsferable  roublest70  mainly  acts as 
a clear ing house for intra-COMECON transactions.  However, it 
d s o  handles an  increasing volume of  ConVertible  currency 
depositt.9 with i-lt by trading cmpmies  in t h e  COMECON countries 
and foreign ccrresponCents. This bank would, thcrefore,  probably 
in   fu ture  be i n  a posi t ion t o  centralise  currency  assets  held by 
COMECOP? countries 

I 5  e The International  Investments Bank  (ID) is  a more 
recent  creation. It has a c~pi ta , l  o f  1,056 d k b d o ~ l  m 
30% is  ;>-zyF,ble i n  convertible  currency o r  g o l d .  It is l i k e l y  t o  
play a big r 8 l e  i n  East/Wcst f inancial   re la t ions by arangi  ' S 

i n t e r  al ia9 the  f inancing of investments by joint  (East/West 
firms o r  by making credi t   avai lable  f o r  co-operative East/West 
projects in  t h e   f i e l d  o f  technology o r  the  c?cvelopment of 
Siberhm  sub-soil   rescmces.  This bank is empowemc? t o  f l o a t  
l o a n s  on t h e   i n t e r n a t i o n d l   f i n m c i a  markets mcl par t ic ipa te  in 
t h e   f i n a c i n g  o f  work unde r t aen  by joint  concerns. 1% is 
possible that  i n  fu ture   the  L I B  will beccmc the  COMECON'S main 
go-between f o r  negotiatillg m d  obtaining  l ines  cf c red i t  from 
the  western Countries This vgould make f c r  a co-ordination of 
requests from Eastern  countries a d  would somewhat r e s t r i c t   t h e  
l a t * e r * s  freedom of  manoeuvre. 
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16. Over the  last ten  years  financial  co-operation between 
East and Viest has been mainly concerned with the  provision of  
export credi ts .  The volume of credits  granted by- the  countries 
3 the m e  has g r o w n  t o  such m extent that by t h e  end c;f 
1970, the  sums advanced t o  the European Communist cbuntries had 
reached scme 4.7 m i l l i a r d  d o l l a r s ,  o f  which $2.5 mil l ia rd  were 
f o r  the  East European countries and $2.2 m i l l i a r d  for  the  Scviet  
Union. O f  these, 65$(1) were long-term credi ts ,  which i n  same 
cases extend well beyond t en  years. 

17. The vast  ma jo r i ty  of  export  credits a re  at present 
granted by specialised Western f inancial  bodies, a d ' w i t h  an 
cfficial  guarcntee(9 ) *  There a r e  some Ad Hcc consortia and a 
number of  joint  East-M'est i n s t i t u t ions  which a l s o  grant credi ts(  2)d 
A case in  point i s  CENTROFIN in Vienna, i n  which the Bri t ish . 
merchant bankers Kl.einwor$ and Benson par t ic ipa teo  

O 
18. Despite  several  attempts t o  harmonize the  terms and 

conditicns applying t o  the  grant of  c red i t s  t o  t h e  East (duration, 
r a t e s  of in te res t  I etc  . ) t h e  Western countries have  been unable 
t o  reach cmy broad agreement among themselves. 

19. So far, t h e  Communist countries have sa t i s f ac to r i ly  met 
t h e i r   l i a b i l i t i e s .  NeverIAeless, t o o  great an increase  in   credi ts  
o f  all sorts @,anted t o  Eostem Ewropé and the  Soviet Union 
en tz i l s   the  r i s k  G f  fu tuse papnents d i f f i c u l t i e s  which, even i f  
insclvency is unlikely, would, nevertheless, slcw t h e   r a t e  o f  
East-West trade  expansion. 

20. A Uspute  still ex is t s  between certain  Eastern  countries 
(especiKlly  the  Soviet Union) a d  Western ccuntr ies   (par t icular ly  
the United States)  ccnceming  the payment of debts incurred by 
t h e  former p r i o r  t o  the  First World War (Russian loans), between 
the twc V?ms9 during  the Second World W a r  (lend-lease,  civilian 
supgdies, e t c . ) .  and as a ' r e s d t  of the  n&icnsilis&ions which 
came i n   t h e  w&e o f  y o l i t i c d  changes i n  Europe a f t e r  1945. 

Eastern  countries and scme o f  t he  Western countries, the yearly 
repayments mi8-e on these  debts c30 not -amount t o  much.  The f i n a l  
settlement cf this problem on the  basis of a cornnitnent by t h e  
Eastern  countries t o  reimbl;ucse, under  arrangements t o  be decided, 
a mutually  acceptable f igure,  would certainly  help t o  fos te r  
East-West economic and financidl co-operation.. , 

0 Although par t icd agreements have been reached between the  

See C " (  72) 13 
Without o f f i c i a l  Western support 
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III e PROPOSALS 

I n   t h e  l igh t  of progress  made at a CSCE i n   t h e   f i e l d  
of  industrial  co-operation anc i  the  promotion cf t rade,  the  
countries of the  Alliance an? the  Warsaw Pac-t; countries  could 
consider  the  follcwing  na,ttors: 

p rac t ica l  arrangement S f o r  financing  planned 
projects;  

t h e  poss ib i l i t y  o f  Western banks and f inancial  
i n s t i t u t ions  opening  branches i n   t h e  East; 

the  East Eurcpean countries*  burden o f  
indebtedness - thrcugh  the  extension o f  
c r ed i t s  - i n  relatcion t o  t he i r   fu tu re  export 
potent ia l ;  

a relaxct ion o f  t h e   b i l a t e r d i s a  governing 
payments within  the COMECON, with a view t o  t he  
introduction of genuine  ccnvertibil i ty of  t he  
balance o f  payments cn  current  account between 
the  countr ies   in  t h i s  grouping;  th is  
convertibil i ty  shculd gradualLy be extended 
so  that  t h e  convertible  currency  obtained by 
COMECON. countries f rom t h e  exchange of goods 
and services  within  the COMECON a r e a  c m  be  used 
elsewhere, i n  t h e  West o r  i n  t he  T h i r d  Wcrld. 

certain  Eastern  countriesB  continued  reluctance 
t o  settle  defaulted  debts._jr(?) 

A .  

(i) A s  a rnajcr economic pc?wer rtn? t he  w w l d v s  
secrjnd 1,arges-t gold-2roducin.g country,  the 
Soviet Union should be able t o  -take p a r t  i n  
wcrld-wide f i . nmc id  a n c ?  monet nry arrzngements. 
I ts  par t ic iFat ion should  increase  trade w d  
f i n a n c i d  mc~venents not  only between the 
indus t r ia l i sed  West =c! the  countries of t h e  
East but a l s o  between t h e  l a t t e r  and the 
Th i rd  World 

(ii) Expansion o f  t h e   f i n a n c i d  links between East 
and West could put  the  develo~~men-t or' East/b'est 
t r ade  on firmer  fcoting  than  the  present method 
under which Western experters a r e  ass i s ted  by means 
of bigger a n c i  b igger   credi ts ,  

The United Kingdom suggests  deletion o f  sub-item (v) 
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N A T O  G O N F I D E M T I A E  
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O 

(iii). It is  d i f f i c u l t  t o  ccnceive of genuine indus t r ia l  
co-operation i n   t h e  absence o f  sui table   legal ,  
f inancial  a c t  organizational'  arrangements. The 
existence of  such  arrangements would give 
Western fims a sense of securi ty  and make it 
easier  t o  reach  agreements  with  Eastern com2anies. 

( iv} There is a posi t ive advantage t o  t he  West i n  
greater   par t ic ipat ion by East European, countries 
i n  world trade  since t h i s  woula l e s sen   t he i r  
economic depeEdence on the  Soviet Union. 

B. Disadvantages f o r  ths  West 

The danger  inherent i n  any expansion of f inancial  
co-oTeyaticn ( a n c l  indeed o f  any form of  technical  
and economic co-operation) is that the  Soviet 
Union, t o  fur ther  its policy of  dominating t h e  
COIECON, will use the   advatages  stemming f rom 
increased  co-operation with the West t o  
strengthen its p o l i t i c a l  and economic hold over 
the Warsaw Pact .   In  t h i s  connection  there 
would seem t o  be two opposing  schools  cf  thought 
within  the COMECON: t he  first (favoured by 
several East European ccuntries) is f o r  
encouraging d l  forms o f  worlC2-wide Co-oyeraticn, 
while t he  second  (advocated by the  Soviet Union 
and the GDR) seeks t o  consolidate a separate 
Socia l i s t   en t i ty  and make it, if  nct  completely 
self-suff ic ient ,   then at l e a s t  as autoncmms as 
possible. 

(ii) As regards credit terns f o r  C m A  countries, it 
shauld be rcrneabercd that th,erc- is not t o o  much 
room f o r  mmoeuvre befcre  such  terns become 
econcmicdly  undesirable  in that the   c red i t  
re turns  grovided a r e  s o  low th& a tr,?nsfer of 
resour'ces  results 

IV. RF;COl!lI"IMDATION 

Within the liaits i q c s e d  by their own finwxia3. 
requirements snd those o f  their .   t raCit ional  Thira WorlC ..trading 
ra r tne r s  enc l  o f .  countries friendly t o  the Wes-i;, the ccjuntries 
of  t h e   N l i m c e  shculd a g r e e  to exanino b i l e t c m l l y  o r  
mu l t i l a t e ra l ly ,  i n   t h e   a g p r q r i a t e  fora, w a y s  mems of 
increasing  financial  co-operatien with 'the W ~ X X L W  Pact  corntries. 

. V. TAJiKING POINTS 

( i )  As a token of t h e i r  willingnesz t o  c o - r ~ e r a t e  
i n   t h e   f i n m c i ~ d   f i e l d  th$-. E e s l ; ~ t r n  cou;;tries 
could be invi ted t o  negotiate -!:he settlement o f  
the i r   debts  2atin.g from the  First and Second 
World WaPs a n c l .  subsequent . eve1;ts. 
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N A T O  C O N F I D E N T I A L  

( i i )  They cculd be requestec t c  eq3lei.n t h c   c r i t e r i a  
they use t o  fix the par i ty  between t h e i r  currency 
and Western currencies. The need t o  rev ise  
cer ta in  of these exchange rzttes by common consent 
could be suggested. 

(iii) The poblem cf t h e  f a c i l i t i e s   t o  be granted 
t o  establ.ishraents wishing to open branches in 
the  Eastern coun t r i e s  coulcl be brcught u;3 during 
discussions an p?ac t ica l  wpys  o f  broadening 
financicl  co-o2eration. 

( i v )  The at tcnt ion of t h e  Communist countries could 
’ be erawn t o  t h e  inadequacy of  t h e i r  balance of 

payment s . st at ist ics e 
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GUIDELINE 'I3fI/2 (l ) 

H. 

II, PROBLEM 

'lo Although  the  Soviet.  Union  was  represented  at  the 
Bretton  Woods  Conference and took  part  in  the  negotiations, it 
has  always  refused  to j o in  the  International  Monetary  Fupld  which 
was  created  on 22nd July, 1944, during  that  Conference.  Poland 
and  Czechoslovakia,  who  were  among  the  founders of the IMF', are 
no  longer  members.  The  first  withdrew on 14th  March, 1950 anil 
the  second  was  expelled at.the end of 19% for  failing  to.-comply 
with the  obligations  imposed on member  countries(2) 

2, !Che reasons for  the  lack of interest .shown by the 
Warsaw  Pact  countries in the IMF are  both  political.and e practical. As. regards t h e  political  aspect,  the  Soviet concek 
to  keep  the  satellites in m a x i m u m  possible  isolation  during the 
fifties,  and  even  later,  elclplains why these  countries  were  unable 
to seek  membership of an organization  which  the  Soviet  Union  had 
seJected,  The  Batter  has  regarded  the IPIF as m instrument 
used  by  the  West  to  control  international  trade a d  monetary 
relations,  Had it doined  the Intemational Monetary Ftmd, the 
Soviet Union would have  been  compelled to give  seasons  for  the 
restrictions it was  placing on foreign  trade, Nor was it.in the 
interests of the  Soviet leademhip to encourage a body set  up' 
for the purpose of liberalising  trade  and  payments at the  very 
time  when  they  were working towards the creation of a rival 
economic  community (COMECOM) through  which  they  were  then to 
keep a firm  grip  on  the  economy of Eastern  Europe. 

. .  

3. Since 1964, however,  there has been a gradual  trend in 
COMECON  towards the establishment of a system  providing f o r  
multilatesal  settlements  between  Communist  countries and tawaxis. 
financial  transactions on  the  international  money  markets. In 
July 1971 COMECON  adopted a long-term  programme with a view to 
making  the cumencies of its member  countries  (particularly  the 
rouble)  convertible for the  purposes of intra-CO~OM transactions. 

4. Membership of the  International  Monetary  Fund  would 
enable  the  Communist countries  to  obtain  financial  facilities,  and 

the  Fund  in  exchange for deposits in national  currencies,  which 

O 

*, particularly  the.possi'lc9lity of purchasing  hard  currencies from 

r' (1) Revised ED/EC/72/20 (Mote No. 9 )  in  the  light of comments 
received  from  the  United  Kingdom,  Canada and the United . 
States.  Canada  and  the  United  States  do not  consider %hat 
this  measure paper should  be  included  on  the CSCE Agenda. 

(2) Cuba was expelled  on  the  same  grounds in '1965, 
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would be  redeemed  over a period of fromthree to  five  years.  The 
Eastern  countries  could  also  benefit  .from  the  other  facilities 
afforded  to  members  of  the F h d :  standby  arrangements and 
special  drawing  rights. 

5. Moreover,  by  joining  the IMF, the  Eastern  countries 
could  become  members of  the  International Bank for  Reconstruction 
and  Development.  Membership  of  the  World Bank would enable some 
COIECON countries  with  little  industry  (Romania  and  Bulgaria)  to 
obtain  long-term loans from  that  organization,  as has been  done 
by  Yugoslavia. 

6,, There  are,  however, a number of problems to be solved 
before  consideration  can  be  given to admitting  $he  Eastern 
countries to the  International  Monetary b d .  

7. The first  stems  from  the'  fact  that the Communist  co-tries 
are  reluctant to provide infomation on  their  financial and 
economic  situation,  especially  where  any infomation.$hey supply 
is likely  to  be  closely  scrutinised  by  Western  observers. 

resolve,  lies  in  the  present  value of Eastern  currencies 
(especially  the  rouble)  The  members of the IMF are required  to 
detemine the parity of their  currencies h agreement  with  the 
International  Monetary F"3. FOP the  Eastern  countries  and  the 
USSR, this  procedure  could  lead t o  the  devaluation of their 
currencies. 'In addition',  .the'  Soviet  Union,  in  particular,  would 
hcvc to announce  its  intention of making  its  currency  convertible, 

III ., PROPOSAL 

8, The secopd  problem,  which is even more  difficult  to 

Subject to a more  detailed  study by the  appropriate 
goarement services and NATO financial  authorities,  member  states 
coùld  encourage  the  Eastern  countries  to  seek  participation h' 
the IMF provided  that  they  undertake to comply  with  the  relevant 
obligations e 

The  International  Monetary  System,  which is  at,present 
being  overhauled, would have a broader  base. 

The  trends  towards  liberalisation  appearing in certain 
Warsaw Pact countries  would  .gain  strength, 

It would be easier to finance a larger  volume  of  trade 
between  East and West. 

A large  amount of basic  data  on  such  functions es the 
balance of payments  would  become  available  to  Western 
observers,  who  would  thus  find  it  easier to keep  track 
of economic  developments  in  the  Eastern  countries, 

.. 
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Wherever the United  States, the United 
Cormgon Market Six took opposing posit ions in the IMF, 
the FJamaw Pact  countries couldp as DlF members, 
exercise a right of veto on major issues by comb-yLinE5 
their votes, Their position  would be even stronger 
if they  were able to persuade  certain !l%ikd World 
countries Lo vote  with them. 

IMF meetings could be  used by the Eastern  countries for 
mt$-Wes%em propaganda e 

%e effor ts  to place the   In temt ionr l  Monetary. System 
on a sounder foot% could be slowed down if t h e  PNF 
we= to  receive ‘applications from Communist comt~ies 
in t h e  near fiwree 
Should the USSR join the IBRIS, it might endeavour t o  
al ter  aid programmes and the IBEaD*s loan policy in such 
,a way as to further its own penetration of the Third 
%bO.Pld, 

Should there  be a broad Eastfilcst consensus on the need 
for action %O develop EasL/West tmde on a large  scalep  the 
proposal se% out  in Section III above should be examined by the 
NATO corntries, 
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’l’ 

c 

GUIDELIKE III/3 (1 ) 

1. CREATION OF A M%CHAi’?ISM FOR MULTILATERAL S$TTLCYEN!T 

II . PR0BLH.I 

One of  t he  -main  impediments t o  East-West t rade  i s  
the chronic  shortage o f  hard  currencies  in the Eastern  countries.  

2.. k system  designed t o  i n j e c t   f l e x i b i l i t y   i n t o  the 
b i l a t e r a l  payment agreements  then in   fo rce  was devised by the 
United  Nations Economic Conmission f o r  Europe i n  1957. This 
ad hoc machinery vas only  shortl ived f o r  a number of reasons, 
-the two nain  ones  being: . 

t h e   l i t t l e   i n t e r e s t  shown by the   Eas t   in  t h i s  nove; 

- t he   f ac t   t ha t   du r ing   t he   S ix t i e s  most of t he  
Western co~rn t r i e s  were able t o  persuade  the 
Eastern  cwmtries to accept the use of a convertible 
Vestern  currency when doing  business with them. 

3. As matters now stand, t ransact ions with most o f  t he  
Vestern  countries (2)  a r e  no longer  carried  out on a . b i l a t e r a 1  
basis (clearing  account),  A l l  Eastern  countries  can open 
convertible  carrency  accounts,  rcplenished, i n  p a r t i c u l a r ,  from 
t h e i r   s a l e s  of goods, i n  all Western countries. All t h e  
Eastern  countries may also buy o r  sell  currencies in t h e  
count r ies   in  which they have accounts  in exchange f o r  t h e  
currencies o f  otker Western countries .. 

( A )  Revised ED/EC/72/16 (Note No. 6) i n  the l i g h t  o f  comments 
received from the  Netherlands and Denmark. Cmrda requests 
further  study before committing herself on this paper a d  
the  United Kingdom is  s t rongly opposed t o  it. The 
United.States  does  not wish t h i s  paper t o  be included on 
the CSCE Agenda. 

(2)  Excepting Finland, Ice lmd,  Greece, Turkey .&d. Por tugd  
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4 .  Nonetheless,  the  present  machinery is unsatisfactory 
in  that an Eastern  country  may  at w y  time  simply run out of 
convertible  currencies.  then  this  happens,  trade  comes  to a 
standstill  and  can  be  revived  in four ways: 

(i)  by  increasing  Eastern  countries  exports; 

(ii)  by  obtaining  additional  bilateral  credits  which 

. .  

may  take  the form of: 

export  credits; 

- goverment-to-government  credits; 

L short-term  arrangements  between  central 
banks; 

(iii) by floating l o a n s  on the  Western  money  markets; 

(iv) by resorting  to a commonly  financed  fund 
providing  the  Eastern  countries  with  the 
wherewithal  to  overcome  their  temporary 
difficulties. 

III e PROPOSI?L 

With  this  last  mentioned  solution, it would  be 
possible  to  devise  machinery  for  multilateral  settlement  which, 
during  the  early  stages  at  least,  would  be  financed  primarily 
by the  main  exporting  countries of the  West.  After  the  initial 
period,  the  Eastern  countries  could  participate on an increasing 
scale in this  common  funding  operation.  Ultimately,  the  fund 
could  grant  credits  direct  to  the  International Bank for 
Economic  Co-operation  (CONECON B a n k )  which  would  be  responsible 
for  their  distribution  among  the  East  European  countries.  The 
common  fund  could  likewise extend credits  to  Western  countries 
in deficit  with  the  countries of the  East. 

.This .proposal  couLd  -not be applicable  unless.  answers 
were found to the  following  problems: 

(i)  designation of a central  body  to  administer 
the  funds (for example  the Bank  for 
International  Settlements  to  which  certain 
Eastern  countries  belong) ; 

countries  concerned; 
(ii) size  of  the  contribution of each of the 

(iii)  creation of organic  links  between  the  central  body 
and the  various  services  which  finance  international 
trade in each  country; 

N A T O  C O N F I D E N T I A L  
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(iv)  adoption of  a accounting  unit. This pre- 

conditicn  raises  serious  problems  given  the 
artificial  parities  of  the  currencies of 
East  Europe  and  the USSR; 

(v) fixing  of  the  terms and conditions  governing 
the  reimbursement of the  funds  advanced. 

A .  ADVANTAGES FOR THE FEST 

Nachinery of this  kind  should: 

(a) allow the  Vestern  countries  to  step  up  their 
exports  to  the  East  without  having  to  grant  export 
credits  on a bilateral  basis; 

(b) save  those  countries  from  costly  rivalry  over  their 

(c) assist the comon quest for more  realistic monetary 
parities,  the first step  towards  the  future 
convertibility of the  East  European and Soviet 
currencies; 

Eastern  credit  policy; 

(d)  increase  the  freedom of action of the  East 
European  countries  to  the  extent that  a certain 
measure of multilateralisation of the  means of 
settlement  would  lessen  their  dependence  on 
trade with the USSE. 

B. DISADVANTAGES FOR THE WEST 

(a) Inmobilisation of substantial  resources in a comnon 
fund with an intricate  system or" nanagement. 

(b) Restriction of bilateral  approaches in the 
commercial  field  which  have  hitherto  made it 
possible  to  expand  East/West  trade. 

Should  there  be  broad  agreement  between  East and 
Vest  on  the  need f o r  definite  measures to stimulate  trade,  the 
question of pachinery  which  would  provide  greater  flexibility 
in the  financing  of  such  trcde  would warrmt careful  considera- 
tion. 

V. TALKING POINTS 

(i) The  current  system  has  contributed towards the 
rapid  development  of  East/West  trade  but  there 
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a re  grounds for   be l iev ing   tha t  as t h i s  trend 
develops  the  f inmcial   resources used s o  far 
w i l l  soon reach  their  limits; 

(ii) I.Iultilatera1  arrangenents would make it possible 
t o  cu t  down even fur ther  on the prac t ice  of 
switch  trading which is  simply a form of t r i m g u l a r  
or nu l t i l a t e ra l   ba r t e r .ope ra t ions  w i t h a  the  
drawbacks, l i n i t c t i o n s  and .expenses  which  these 
operat ions  entai l .  

(iii) A proposc.1 of this kind would be in l ine  with 
the frequently expr.essed wishes of  t h e  lkst 
European countries (Poland, Hungary and 
Czechoslovdcia) f o r  a ce r t a in  measure of. 
conver t ib i l i t y  within COMECON, 
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Volume Two 
REFERENCES OF GUIDELINE PAPERS 

GUIDELINES  ON  CO-OPERATION  IN THE FIELD OF TRADZ 

see ED/EC/72/17(revfsed)  (Note NOe 7) 

see ED/EC/72/27 (Note No-. 11) 
see ED/EC/72/29 (Note No. 12) 
see ED/EC/72/35 (Note  No. 14) 
see ED/EC/72/39 . (Mote No. 16) 
see ED/EC/72/4i) (Note No. l?) 
see ED/EC/72/41 (Note Mo. 18) 
see ED/EC/72/36 (Note  No. 15) 
see ED/EC/72/34 (Note  No. 13) 

GUIDELINES  ON INDUSTRIAL CO-OPERATION 

II/l see ED/EC/72/10  (Note  No. 1) 

II/2 see ED/EC/72/8 (Note No. 2) 
IX/3 see ED/EC/72/9 (Note No. 3) 
I1/4 see ED/EC/72/13 (Note No, 5) 
II/5 see ED/EC/72/11 (Mote No, 4 )  
I1/6 see ED/EC/72/11 1 (Note  NOe 4 )  

III, GUIDELINES ON FINANCIAL CO-OPERATIC“ 

ITH/T see ED/EC/72/26 (Note No, 10) 
II1/2 see ED/EC/72/20 (Note No. 9 )  
IXI/3 see EB/EC/72/16 (Note  No, 6) 
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